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CANADIAN FINANCIAL PROBLEMS 


I. THE FINANCIAL EFFECTS OF WAR AND CHANGES IN ECONOMIC 
ORGANIZATION 


Heretofore, war has frequently necessitated the introduction of 
novel financial measures: ship money, debasement of the coinage, 
forced loans, the issue of an irredeemable paper currency, the 
creation of a permanent debt, the formation of national banks or 
banking systems, the adoption of the income tax, and the increase 
of excise and customs duties are a few of the expedients by which 
governments have tried to defray war expenditures in the past. 

Rightly or wrongly, many of these have been discarded. De- 
basement of the coinage, ship money, forced loans, and other 
devices of their ilk have long since disappeared from the financial 
systems of all first-class nations, if, indeed, they have not dis- 
appeared in all nations for all time to come. France and the 
United States have long since redeemed their depreciated paper 
currencies. Excise duties, imposed to meet such war emergencies 
as the American Civil, the Spanish-American, and South African 
wars, have been repealed or reduced to a peace basis. 

Other fiscal expedients, after revision, have found a permanent 
place in the fiscal systems of one or several nations. In Great 
Britain the income tax, which was introduced during the Napo- 
leonic wars, now provides over 20 per cent of the revenue; there is 
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little doubt that after the present war its importance will have 
increased. The Bank of England and the national banking system 
of the United States are products of war necessities. Customs 
duties seem to have been particularly popular. It can scarcely 
be said that France has abandoned the tariff policy she adopted 
after the Franco-Prussian War. Even more conspicuous is the 
fact that the fiscal system of the United States, qualified as it was 
by the tariff revision of 1913, is still based on the post-war tariffs 
of the sixties and seventies; though there are indications that 
modifications by the reduction of the tariff and the extension of 
direct taxation may yet assume great importance in that country. 
Finally, one may call attention to the fact that in the case of most 
nations public debts are largely the products of wars. 

One must recognize, too, that governmental policies should be, 
and to a certain extent must be, adapted to the special economic 
conditions of a country. Once Great Britain had become depend- 
ent on other countries for her raw materials, particularly food 
products, her manufacturers were ready for a radical change in her 
tariff policy. When customs duties on a few articles provided 
a large part of the revenue and practically all the revenues from 
customs duties, manufacturers’ demands for the removal of duties 
on raw materials could be met without a serious disturbance of the 
fiscal system of the country. Moreover, an increase in expendi- 
tures necessitated the development of new forms of taxes, so that 
today we find that in Great Britain customs duties provide less 
than 25 per cent of the revenue, compensating excise duties pro- 
vide almost as large a revenue, and property and income taxes 
provide a like percentage. The income tax has been particularly 
successful in England, where, by reason of the development of cor- 
porations, the establishment of trust estates, and the increase in 
foreign investments, a large proportion of investments is taxable 
at the source. 

The effect of economic conditions on fiscal policy is noticeable 
in the United States. After the Civil War strong opposition was 
raised against excise duties; they had scarcely a friend and soon 
disappeared. But customs duties, imposed partly for revenue 
purposes, partly to compensate for excise duties, and partly for 
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protection, were retained largely because they had few effective 
opponents and had many influential friends. The chief exports of the 
country were agricultural products and the chief imports were 
manufactures. An extraordinary development of the western 
states provided such an increase of exportable goods that the 
United States was soon able to pay a part of the interest on previous 
borrowings. Contrast with this period another, three decades 
later, when the United States began to export manufactures and 
to import certain classes of raw materials and when a new force 
ranged itself on the side of downward revision of the tariff. As in 
England, manufacturers, who imported raw materials and exported 
finished manufactures, altered their opinions on the fiscal question. 
Incidentally the remarkable growth of the corporate form of organ- 
ization facilitated the adoption of a federal income tax, which 
promises to become an increasingly important source of revenue 
at a time when the percentage of revenue from customs duties has 
begun the inevitable decline. 

There has been much consideration of possible effects of the 
present war on Canada’s revenues. Undoubtedly Canada had 
already begun and was well on her way toward a readjustment of 
her economic life when war broke out. The financial effects of the 
war may carry that readjustment farther than was expected. 
Whether the two factors we have mentioned—war and changes in 
economic organization—will necessitate a readjustment so extensive 
as to advise or require a complete revision of the fiscal system of the 
Dominion is a subject worth serious consideration. 


II. CANADA’S FISCAL SYSTEM 


Canada’s fiscal system, a child of political expediency, has been 
reared by a grasping father, the manufacturers, and a subservient 
mother, the politicians. It has not undergone serious revision 
since 1879. The ‘‘ National Policy of Protection,’ around which 
it was built, was the chief plank in the Conservative platform in 
the election of 1878. After Sir John A. Macdonald’s election the 
first National Policy tariff was introduced and passed in 1879. 
Slight revisions were made from time to time. During the Con- 
servative régime the duties in the iron and steel schedule were 
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increased in 1887, and Sir George Foster compromised with public 
opinion by decreasing the duties considerably in 1894. In 1896, 
the Liberal party, which had just been elected on a platform con- 
taining, among other things, the prominent plank, “Tariff for 
Revenue Only,” took into consideration vested interests in Canada 
and the fact that the Dingley tariff, recently passed in the United 
States, offered no hope for concessions from that country, and lost 
their enthusiasm for a “tariff for revenue only.” It must be 
admitted, however, that the Liberal party did introduce the 
preferential tariff, which it still fathers with a jealous eye, and that 
the preference accorded to British goods did reduce the scale of 
protection, especially on those articles in the production of which 
there was competition between Great Britain, the United States, 
Canada, and other countries. Commercial treaties and conven- 
tions as well as the reduction of the duties on particular articles 
were the means of other slight reductions of protection during the 
Liberal régime. 

Between 1911, when the Conservative party regained power, 
and the outbreak of war there had been no important change in the 
tariff and there was no indication that a downward revision would 
be made. In fact it was generally expected that the next general 
revision of the tariff would probably provide Canadian manu- 
facturers with the greatest amount of protection they had ever 
enjoyed. 

One might go so far as to characterize Canada’s tariff as “‘pro- 
tective and only incidentally for revenue.”’ It would not be diffi- 
cult to show that many customs duties yield much larger profits 
to manufacturers than revenues to the Dominion Treasury. Cus- 
toms duties of about 12} per cent on imports of provisions amount- 
ing to about $12,026,930" in the fiscal year 1913 would provide a 
revenue of about $1,500,000. In the same year Canada exported 
$27,225,694 of provisions,? and, of course, consumed much more 
than she exported. If the duties increased the price of provisions, 
as people generally believe, Canadian farmers or produce-dealers 
must have been more fortunate than the Dominion Treasury. 

* Report of Department of Trade and Commerce, March, 1915, p. 1550. 

2 Tbid., p. 1613. 
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The same test might be applied to a great many articles of com- 
merce. In 1913 Canada imported $796,291" of news print paper 
subject to a duty of 15 per cent. She exported $5,692,126 and 
probably consumed much more.? In 1912 Canada imported 
201,058 tons of pig iron,’ subject to a duty of $2.50 per ton under 
the general tariff, while Canadian producers got the benefit of the 
tariff on an output amounting to 1,014,587 tons.‘ Canada pro- 
duces over go per cent of the steel ingots and billets she consumes, 
imports of which were charged $2.50 per ton. In the fiscal year 
1915 Canada imported but 25,000 tons of steel rails; her productive 
capacity in 1913 was 506,709 tons or more. Canada produced 
boots and shoes worth $33,987,248 in 1910;° presumably she can 
produce more today. In 1913 she imported shoes worth only 
$4,111,492,’ subject to duties of 25 to 30 percent. When one takes 
into consideration the fact that, unlike the United Kingdom, 
Canada does not impose equivalent excise duties on domestic 
products, it is obvious that Canadian manufacturers gain more 
from the tariff than does the Treasury, and that Canada’s fiscal 
system is not designed on the principle of “tariff for revenue only,” 
but that, rather, it is designed for the most part to protect Canadian 
producers while it provides the Treasury with a comparative pittance 
of revenue. A customs tariff finds it difficult to serve two masters. 
What the Canadian tariff yields in the way of revenue depends on 
the volume of imports; what it yields in the way of protection 
depends on preventing importation. In the framing of the Cana- 
dian tariff the revenue interest has until lately received secondary 
consideration. 

Nevertheless, it must be admitted that Canada depends largely 
on the tariff for revenue, and that secondary consideration of 
revenue interests has been adequate to provide very large receipts. 

* Ibid., p. 1542. 

2 Ibid., p. 1610. 

3 Mineral Production in Canada, 1913, p. 108. 

4 Ibid., 1913, p. 91. 

5 Department of Trade and Commerce, March 1915, p. 1524. 

6 Canada Year Book, 1914, p. 219. 

7 Report of the Department of Trade and Commerce, March 1915, p. 1504. 
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A statement of receipts on Consolidated Fund Account for the 
fiscal year 1914" is as follows: 


$104,691,238.43 
1,334,791. 98 
21,452,036. 88 
12,954,529.92 
Revenue from public works 389,781.69 
Revenue from minor public works 32,765.67 
Revenue from railways.......... 13,394,317-37 
Revenue from canals 380,188 .06 
Interest on investments 1,964,541. 33 
Patent fees 252,724.39 
1,505,132. 51 
5,797.98 
Fines and forfeitures. ........... 322,497. 
Premium, discount, and exchange. 187,744. 
Mariners’ fund 70,540. 
Electric light inspection......... 80,441. 
Steamboat inspection 5,421. 
Gas inspection 62,881. 
Weights and measures 111,070. 
Cullers’ fees 1,799. 
Law stamps 9,238. 
Penitentiaries 54,313. 
Insurance inspection............ 41,252. 
Fisheries 99,266. 
11,728. 
24,152. 
Superannuation 39,817. 
Lighthouse and coast service... .. 751. 
Dominion steamers............. 28,710. 
Military college................ 36,816. 
Militia 36,640. 
Civil service examination fees... . 9,104. 
Supreme and Exchequer Court 
reports 603. 
Dominion lands 3,036,030. : 
Militia pensions revenue 30,713. 
Royal Northwest Mounted Police 
officers’ pensions 4,827. 
Inspection of staples 510,184. 





$163,174,394. 
* Public Accounts, 1914, Pp. 9. 
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These receipts should of course be considerably reduced if one is 
to have a proper understanding of Canadian revenues. For 
instance, the administration of the post-office cost $12,822,058, 
leaving a net revenue of little over $100,000, and the coilection of 
revenue from railways and canals cost $14,935,138," leaving a deficit 
on account of public railways and canals. As a matter of fact 
customs and excise duties provide the funds to pay the deficits of 
most departments other than customs and inland revenue. These 
two sources of revenue, and particularly the customs duties, have 
been assuming increasing importance down until 1913. In 1904 
customs receipts amounted to $40,461,591, or 57 per cent, and 
excise receipts $12,958,708, or 18 per cent, of a total revenue 
of $52,514,701. In 1913 customs receipts amounted to $111,764,- 
699, or 66 per cent, and excise receipts, $21,447,445, Or 12 per cent, 
of total revenues of $168,689,903.2, The year 1914, however, shows 
returns slightly less favorable for the predominance of customs 
receipts. 

In the United States, $261,274,564, or 38 per cent of the total 
revenue, was collected from customs duties, and $232,904,119, or 
34 per cent, from excise duties in 1904.5 Since 1909, when the 
corporation tax law was passed, and 1913, when the customs tariff 
was reduced and the income tax introduced, the proportion of 
revenue from internal duties has increased. When war broke out 
customs duties probably provided twice as large a percentage of 
revenues in Canada as they provided in the United States and 
almost three times as large a percentage as they provided in Great 
Britain. 

There is, however, no necessary contradiction between the state- 
ment that Canada’s tariff is not framed chiefiy in the interests of 
revenue and the statement that customs duties provide about 
two-thirds of Canada’s revenues. In the first place, Canada’s 
customs collections comprise many small items. Boots and shoes 
provide a revenue of less than $1,000,000. Yet 80 per cent of 
Canada’s consumption is provided at home. Imports of pig iron 
paid a revenue of less than $500,000. There are a great many items 

*Canada Year Book, 1913, pp. 512-15. 

Ibid., p. 510. 3 Palgrave’s Dictionary, “ Public Finances.” 
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of much less importance, but if one were to add together the long list 
of small customs collections on particular articles the sum would 
soon assume very great importance. Had Canada imposed on 
domestic products of these articles excise duties equal to the 
customs duties, thus destroying all protection, she would have real- 
ized an additional revenue of about $8,000,000 on boots and shoes 
and $2,500,000 on pig iron. Her customs duties would then have 
been designed for revenue only. 

A second explanation of the importance of Canadian customs 
receipts lies in the fact that the last decade or more has seen an 
extraordinary development of Canada’s resources. There was 
a phenomenal extension of the railway net, a wonderful growth 
of the agricultural area, a great development of manufacturing, 
and the discovery of new mining areas. Of the many measures of 
that development none is better than the increase of Canada’s 
imports, and her receipts of customs collections. Dutiable imports 
increased from $105,969,756 in 1901 to $441,606,885 in 1913.' 
At the same time the ratio of exports to imports fell from 103.19 
per cent in 1901 to 75.52 per cent in 1908 and 56 per cent in 1912 
and 1913. In other words, Canada was making progress at the 
expense of heavy borrowings. A favorable balance of trade of 
$6,000,000 in 1901 was turned into an unfavorable balance of trade 
of $600,000 in 1902 and $300,000,000 in 1913.7 In the calendar 
year 1913 she borrowed $272,935,000 in England and $53,944,000 
in the United States. Canada probably spent $350,000,000 on 
construction work in 1913. But while this expenditure for con- 
struction was increasing the government was able to collect huge 
and increasing revenues on building material borrowed from other 
countries as well as on increasing volumes of foreign goods for 
immediate consumption. Without an important revision of the 
tariff the collections of customs duties increased from $28,293,930 
in 1901 to $111,764,699 in 1913.5 

It would be difficult to prove conclusively that the wonderful 
growth of Canada’s customs receipts was due to the importation of 
materials for construction purposes. Nevertheless general obser- 
vations seem to bear out the theory that a great part of the receipts 

* Canada Year Book, 1913, p. 223. 2 Ibid., p. 228. 3 [bid., p. 510. 
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was derived from such imports. In the first place, it is generally 
conceded that Canada’s unfavorable balance of trade consisted 
largely of construction materials. If this statement is true, then 
Canada collected customs duties on materials used in the develop- 
ment of the country amounting to about $250,000,000 in 1912 and 
$300,000,000 in 1913. Secondly, no particular tariff item con- 
tributes an extraordinary amount of revenue. The greater part 
of the imports of tea, which in Great Britain provide a consider- 
able revenue, entered Canada free of duty. Coffee is not generally 
consumed in Canada. Spirits and wines would provide about 
$2,000,000 per year and sugars would provide possibly as much 
more. Moreover, on April 6, 1914, Mr. W. T. White, minister 
of finance, stated that, of Canada’s imports, a great part repre- 
sented Canada’s borrowings and found their way into works and 
undertakings of a constructive nature." Undoubtedly, too, many 
imports of goods for immediate consumption were being consumed 
by workmen engaged in constructing the works which the Minister 
of Finance mentioned. There was, therefore, good reason for 
believing that should Canada’s constructive epoch draw toward 
a close the government would find itself in a difficult position, 
owing to a decline of revenues. 

While Canada’s imports were meanwhile so great that her Con- 
solidated Fund Account showed surpluses varying from $5,648,333 
in 1901 to $56,630,366 in 1913,” yet her expenditures chargeable to 
capital, expenditures for railway subsidies, and for other purposes 
were so great that except for the years 1900, 1903, 1904, 1907, I912, 
and 1913 her net debt was increased each year. In fact it rose 
from $268 ,480,004 in 1901 to $340,042,052 in 1911. It fell in 1912 
and 1913 to $314,301,625.3 Thus despite the enormous increase in 
customs revenues and excise collections the Dominion government 
added its contribution of about $50,000,000 to Canada’s indebted- 
ness between 1901 and 1913. 

Canada’s fiscal system might be conveniently summarized under 
four main points as follows: 

1. The tariff was designed more for protection than for revenue. 

* Budget Speech, April 6, 1914, p. 18. 

2 Canada Year Book, 1913, p. 500. 3 Ibid., p. 520. 
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2. The tariff nevertheless provided enormous revenues—a large 
share of the total revenues of the Dominion. 

3. Customs duties on imports of goods used for construction 
purposes provided an important part of the customs duties and of 
the total revenue. 

4. The net debt of the Dominion grew on account of heavy 
expenditures, and despite surpluses on Consolidated Fund Account. 

Canada’s fiscal problem may now be restated in more definite 
terms, as follows: Was her extraordinary constructive epoch 
approaching an end? Would imports of construction material 
and customs duties thereon decline to such an extent as to demand 
a reorganization of her whole fiscal system ? What was the effect 
of the war? 


Ill. THE EFFECTS OF INDUSTRIAL DEPRESSION 


Fortunately or unfortunately, three events were imminent 
which might change Canada’s economic organization and which 
might advise or necessitate a change of her fiscal system. The 
first was the financial depression of 1913 and thereafter, which 
carried through the world the financial effects of the Balkan wars. 


In Canada, thanks to a second factor, namely, the volume of 
Canada’s accumulated borrowings and the necessity of beginning 
to pay the interest account in some more satisfactory way than by 
making additional borrowings, the depression was most severe. 
The third factor affecting Canada’s financial outlook was the present 
European war. The first two were making themselves felt before 
Canadians could be persuaded that the third was possible. When 
war broke out Canada was well on her way through an economic 
readjustment. 

Canada’s adverse balance of trade from confederation until 
1913 amounted to approximately $2,000,000,000. Another $300,- 
000,000 was added in 1913.' Of course Canada had borrowed 
heavily, especially for the construction of canals and the Grand 
Trunk Railway, before confederation. One estimate of Canada’s 
debts placed the total sum at $2,800,000,000 in 1913, bearing inter- 
est of $120,000,000 annually. Canada was therefore borrowing 


* Canada Year Book, 1913, p. 228. 
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$120,000,000 in excess of her annual unfavorable balance of trade. 
Sooner or later interest and principle had to be paid by turning an 
adverse into a favorable balance. After Sir George Paish had 
visited Canada in 1912 and had given Canada some timely advice, 
most Canadians decided that borrowings would have to be cur- 
tailed in future. The real estate boom, which had been detri- 
mental to Canada’s best economic interests, came to a sudden end. 
People began to discriminate between cultivated fields and rural 
subdivisions. Though many owners of unimproved real estate 
refused to dispose of property at prices obtainable, there was never- 
theless a steady decrease in the price of suburban real estate. The 
volume of building permits in cities fell off rapidly. The banks 
were less willing to extend loans. In the autumn of 1912 and 
winter of 1913 Canadian Pacific common stock fell from its high 
level of 286 to a few points above 200. The autumn of 1913 and 
winter of 1914 brought a continuation of the same conditions, 
together with much unemployment. Imports of the Dominion 
declined from $692,032,392 in 1913 tq $650,746,797 in 1914, and 
exports increased from $393,232,057 in 1913 to $478,997,928 in 
1914. The adverse balance fell from about $300,000,000 to 
$171 ,000,000." 

This change in business conditions in Canada had a marked 
effect on Canada’s revenues. Whereas the expansion of revenues 
continued, although on a diminishing scale, until the end of Sep- 
tember, 1913, so that the revenues for the six months, April 1 to 
September 31, exceeded those for the same months in 1912 by 
$5,499,065, between October 1 and the end of March, 1914, this 
increase had been turned into a decrease of $5,039,598 for the 
year ending March 31, 1914. As the receipts from sources other 
than the tariff held fairly well, the decline of $10,538,663 for the 
last six months of the year was due chiefly to a decrease in customs 
collections.” 

Mr. W. T. White, Minister of Finance, thought, however, that 
the worst of the financial stringency was over and that normal 
monetary conditions would shortly return. He asserted that 
a borrowing country such as Canada, in the midst of a vast 

* Canada Year Book, 1913, p. 228. 2 Budget Speech, April 6, 1914, p. 8. 
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constructive epoch in her history, could not suddenly discontinue 
her borrowings without the most serious risk of loss to British and 
other investors until railway and industrial undertakings had been 
finished and made productive. Since Mr. White expected addi- 
tional borrowings and since he believed that a great part of Canada’s 
imports represented her borrowings and were used for works and 
undertakings of a permanent character rather than immediate 
consumption, he could logically expect that Canada’s revenues 
from the customs tariff would soon provide as large if not larger 
revenues than before the depression. As a matter of fact he cal- 
culated on an increase of revenues sufficient to recoup the earlier 
losses in some measure by April, 1915.’ It is worth noting, how- 
ever, that in the fiscal year 1914 Canada had already begun to 
export more and to import less and had succeeded in reducing her 
unfavorable balance of trade. Many, indeed, believe that she was 
nearing the date when her public works, her railways, and her 
industrial establishments would be practically adequate for a 
generation, and when, in short, the constructive epoch would be 
at an end. 

The Treasury had not, however, seen an end of the decline 
in imports and in customs revenue. Whereas the months of April, 
May, June, and July, 1913, had shown an increase in customs 
receipts over receipts in the same months of the previous year, 
averaging $1,000,000 per month, the same months in 1914 had 
shown a decrease of $1,700,000 per month as compared with 1912, 
or a decrease of $2,700,000 per month as compared with 1913. In 
making his first war budget speech on August 20, 1914, Mr. White 
made an effort to prove that his earlier hopes for a return of pros- 
perity—that is, for the second half of the constructive epoch—and 
for an increase in imports and customs receipts, had been justified. 
After referring to a general increase in commercial activity due to 
easier money conditions, he said that a marked improvement 
became perceptible about the end of July. The extent of this 
improvement was reflected in the returns of the first ten days of 
August. The loss of revenue as compared with the previous year 
being then only $500,000, or at the rate of $1,500,000 per month, 

* House of Commons Debates, August, 1914, p. 24. 
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as compared with an average decline of $2,700,000 for each of the 
four preceding months, the government had calculated that during 
the remainder of the calendar year the Treasury would gradually 
overtake the revenues of the corresponding months of the previous 
year and could look forward to gains in January, February, and 
March, 1915, which would have recouped in some measure the 
earlier losses by providing a revenue of $145,000,000. Mr. White 
then went on to explain that the outbreak of war had wholly 
changed the outlook and that, on account of the war, the govern- 
ment could not expect a revenue of more than $135,000,000. At 
that time the opposition did not question the attitude of the gov- 
ernment, but when, in the winter session of 1915, Mr. White repeated 
his statement that the war was responsible for the increases in 
taxation, Liberal newspapers and the Liberal party in the House 
of Commons challenged that opinion. Thus began the parlia- 
mentary discussion of a subject concerning which there has been 
much controversy in and out of Parliament. 

Of course it will never be possible to say definitely how serious 
Canada’s fiscal problem might have been had the war not occurred, 
for it began at the very moment when it appeared to some people 
that what Mr. White called ‘the second half of the constructive 
epoch”’ was just beginning. It is not altogether useless to venture 
an opinion, but in so doing one must take into consideration evi- 
dence which was not available until after the war began. It is 
therefore desirable that the statement of such an opinion should 
follow rather than preface a statement of the effect of the war on 
financial problems in Canada. 


IV. THE EFFECTS OF THE WAR 


The first results of the war were doubtless adverse to Canadian 
economic interests. There was an instantaneous and universal 
demand for gold. Large volumes of securities were thrown on the 
markets and sold for what they would realize, and liquidation pro- 
ceeded upon such a scale that the stock markets in Canada, as else- 
where, were closed. Suspension of specie payments seemed immi- 
nent, and for a few weeks international trade was prostrated by the 
blow and the insecurity of travel on the high seas. There were 
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grave fears that Canada would find great difficulty in financing 
her many obligations, public and private. 

As we have already seen, the Minister of Finance took some 
trouble to explain that the government was about to realize its 
hopes for a return of prosperity and an increase of customs collec- 
tions when war broke out. His opponents lacked definite infor- 
mation with which to challenge his opinion, for not even the 
Minister of Finance could forecast the course of trade. What 
facts he had were meager indeed, but he made the most of them. 
After mentioning the increase of commercial activity due to easier 
money conditions he referred to the increase of customs duties 
during the first ten days of August. What reason he had for 
basing his arguments on conditions that came into existence 
when war seemed inevitable or after it had been declared is not 
plain, unless it was to support his prophecies of April, 1914. Asa 
matter of fact there is as good reason for attributing the increase 
of revenue during the first ten days of the war to the war itself. 
When it was already apparent that Canada’s revenues had fallen 
off and when it was known that the Canadian Parliament would 
have to approve war measures, including a war budget, it was only 
natural that Canadian importers should take large quantities of 
goods out of bond in order to escape increases of duties. It is not 
surprising then that figures of imports and revenues showed an 
increase in the first ten days of August. What they were on the 
second ten days Mr. White did not inform the House, probably 
because the returns were not available, possibly because they 
did not support his opinion. In any case, Mr. White’s evidence 
was valueless. In this respect, as in others, the first effects of 
the war soon disappeared, and revenue collections declined 
again. 

Contrary to expectations, however, Canada recovered from the 
first effects of the war with remarkable ease. Within a few weeks 
the machinery of commerce and finance began to resume its normal 
function. There are good reasons for believing that Canada’s 
national position is now approaching a condition which must inspire 
the greatest confidence. On this point one could not do better 
than to quote liberally from ‘‘Why the National Position is Good,” 
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an article published by the editor, Mr. Fred W. Field, in the 
Monetary Times of May 28, 1915. 

In the first place, the war put an end to real estate speculation. 
Of course there had been a general reaction from the long period of 
rapid development and speculation and a much-needed readjust- 
ment of economic conditions had set in before the war came. ‘‘The 
speculative sugar of 1912 has been cleaned out of the national 
larder. The complaints are that these are not the palmy times of 
those boom days. This is also true, but we may as well recognize 
that the country is on a good plain business diet.’’ More recently 
trading in war specialty stocks has opened a new sphere for 
speculation, but it does not attract so many people as did the real 
estate movement. 

Secondly, “for the first time on record the total deposits in 
Canadian banks exceeded $1,000,000,000, the figures being $1,016,- 
390,076. Of this sum the deposits payable after notice (the savings 
of the people) totaled $676,875,790, or $31,000,000 more than in 
March, 1914, and $47,000,000 more than in March, 1913.” In 
June, 1915, they had risen to $691,891,287." Bond houses report 
a fairly good demand for first-class securities. One should add 
to the increase in savings $28,000,000 raised at home for capital 
expenditures as compared with $45,603,000 for the whole year 1914. 

Undoubtedly, too, war orders are improving this situation, for 
a time at least. The Monetary Times estimates that war contracts 
received in the first six months of 1915 amount to $394,000,000 
and that for the entire current year they will exceed $500,000,000. 
They cover a large number of industries, including leather, auto- 
mobile, iron and steel, lumber, milling, etc. Canadian manu- 
facturers know, however, that they cannot depend on war orders for 
general and permanent prosperity. Orders for $500,000,000 would 
keep Canadian factories, which are capable of producing goods 
worth $1,400,000,000 annually, busy but one-third of a year. 
Nevertheless these war orders are very acceptable at the present 
time. They provide work for many who would otherwise be 
unemployed; they call for an increased output of raw materials, 
especially iron and steel; no doubt they necessitate the importa- 
* Bank statements, March and June. 
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tion of some raw materials and occasion the payment of customs 
duties; best of all they represent cash payments. Profits on war 
contracts may yet pay for a considerable share of Canada’s war 
expenditures. There has been a tendency, however, for Canadian 
manufacturers to forget the necessity of ultimately “scrapping” 
much of the machinery necessary for making war materials. That 
item, which must be considered in the future, is not troublesome at 
present; consequently war orders are providing one element of 
present if temporary prosperity. 

Canadian manufacturers are also cultivating the domestic 
market and are planning a greater export trade. They will doubt- 
less be able to meet the demands of the domestic market after the 
war is over, if they were not able to do so before. For instance, 
the capacity of steel rail mills is quite adequate for normal demands 
in recent years of prosperity and more than adequate for periods 
of depression. A slight decline in railroad building would put an 
end to the importation of steel rails. The export business is being 
encouraged by the Export Association of Canada, backed by the 
Canadian Manufacturers’ Association. As yet war orders have 
been the chief cause of the increase of exports of manufactures from 
$57,443,452 for the fiscal year 1914 to $85,539,501 in 1915. There 
is now more foreign business than Canadian steel companies can 
accept. There is no doubt, however, that war orders will provide 
an attachment which will secure permanent foreign markets for 
many lines of manufactures. : 

The development of agriculture has been another favorable 
factor. Doubtless the war was the chief means of suddenly turning 
the attention of many people toward agriculture. While the crop 
of 1914 was a comparative failure, yet wheat and oats sold at such 
extraordinarily high prices that the value of these agricultural 
products was increased. Encouraged by high prices, and to a 
certain extent by the “Patriotism and Production” campaign, the 
farmers have increased the acreage of field crops by 15 or 20 per 
cent. Undoubtedly the value of agricultural produce in 1915 will 
exceed the value of 1914 ($638,580,300), by $100,000,000. 

Canada had not, however, completed her construction work 
when the war broke out. A greater railroad mileage is under con- 
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struction than in the United States, and the Dominion government 
is spending $32,000,000 on large undertakings outside the depart- 
ment of railways and canals. Other great works, such as the 
Greater Winnipeg water supply scheme, the Halifax ocean ter- 
minals, the Quebec Bridge, the Toronto Bloor Street viaduct, together 
with a fairly large amount of municipal local improvement work, 
are being begun or completed. 

After the outbreak of war and even during the winter session 
of the House of Commons the government constantly argued that 
the new taxes imposed were made necessary by war conditions. 
Particular emphasis was placed on the opinion that Canada was 
no longer able to borrow heavily for construction purposes or to 
import construction materials. Of the speeches on this subject, 
that by Sir George E. Foster, minister of trade and commerce, on 
March 15, was by all means the best. He said in part: 

In the first place when war broke out capital was affected 
borrowing power of this country was absolutely cut off As borrowing 
was stopped ... . foreign credits were not longer given Orders 
involving in the aggregate vast sums of money which had been placed in other 


countries by Canadian interests were at once absolutely and definitely cancelled. 
Revenues decreased because imports decreased; imports decreased as 


a result of the causes to which I have referred. 


Mr. White held that Canada could not stop borrowing a million 
dollars a day in the form of imports without experiencing a decrease 
in revenue. He called attention to the experience of the United 
States and of Australia, and pointed out that if the United States, 
a developed country and a neutral nation, needed to impose war 
taxes to provide the revenues that had been expected from customs 
duties on imports, surely Canada, a belligerent nation, would need 
additional taxes in times of war." 

But, contrary to the opinions on which the government justified 
its war taxation, Canada did not end her period of borrowing for 
domestic purposes at once. Before war broke out, Mr. White, 
in spite of prevailing opinion, believed that Canada’s constructive 
epoch was little more than half over. It certainly was not yet 
completed, for, as we have already seen, huge expenditures are still 


* Debates, 1915, pp. 896-97. 
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being made on large works, public and private. Consequently, 
whereas Canada borrowed from England $272,935,000 in 1913 and 
$173,795,000 in 1914, and from the United States $53,944,000 in 
1913 and $50,720,000 in 1914, in the first six months of 1915 she 
borrowed from England $41,000,000 for purposes other than the 
war and from the United States $60,297,000. Canada is that 
much nearer the end of her borrowings for domestic purposes. 

In addition, Canada has borrowed on war account to the end of 
July about $100,000,000. At present the war is costing Canada 
about $500,000 per day; all of which she is borrowing.’ It will 
cost about $200,000,000 or more per year as long as it lasts. How 
long Canada will continue to borrow for war purposes it would be 
difficult to suggest. 

Funds for war purposes have so far been advanced to Canada 
by the imperial government. While the London market was 
practically closed to all but war loans, the Dominion government 
was able to secure $41,000,000 for public works during the first 
six months of 1915. The financing of provincial governments, 
corporations, and municipalities has been accomplished almost 
wholly in the United States. Seven provincial governments raised 
nearly $30,000,000 in New York during the first five months 
of 1915. Since the Dominion government raised $45,000,000 in 
New York in July it may be taken for granted that the United 
States will provide Canada with whatever capital she borrows for 
domestic purposes until the war is over and possibly for years 
afterward. 

The most notable feature of Canada’s present economic condi- 
tions is the existence of a favorable balance of trade in merchandise. 
That Canada would soon have to alter her international trade rela- 
tions had been predicted by many. She had already begun to 
change them in the fiscal year of 1914 by reducing the unfavorable 
balance of trade from about $300,000,000 in 1913 to $172,000,000 
in 1914.7, In 1915 Canada’s exports of all kinds were valued at 
$490,808,877; her imports were worth $587,364,363. The balance 
of trade had declined to less than $100,000,000. It has been cus- 
tomary to include figures of trade in coin and gold bullion in 


* Toronto Telegram, July 31, 1915. ? Canada Year Book, 1913, p. 228. 
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Canada’s trade figures, and as the imports or exports seldom ex- 
ceeded five or ten millions their inclusion was not a serious error. 
Owing, however, to the serious disturbances of the last year in 
international exchanges, imports of gold coin and bullion, which 
were, in 1914, $15,235,305, increased to $131,992,992. Exports 
increased from $23,500,704 to $29,366,368. In other words, 
whereas Canada imported merchandise worth $618,328,884 in 
1914, she imported $455,371,371 in 1915; imports of merchandise 
declined by $163,000,000. As exports of merchandize were 
$461,442,509, Canada had a favorable balance of trade so far as 
merchandise was concerned.’ 

The effect of the depression and of the war on Canada’s revenues 
produced a serious problem for the Canadian government. It 
matters little whether the difficulty should be attributed to the war 
or to the depression, to the Conservative party or the Liberal party. 
Even if it should appear that the depression has been the chief 
cause of financial difficulty, one might as well admit that one 
political party was as much responsible as the other. The tu 
quogue arguments of political partisans are not at all out of place 
in attempts to place political responsibility. It is difficult to place 
responsibility on any one party or any one factor. What is more 
important is the necessity of acknowledging that Canada is prob- 
ably face to face with the most serious fiscal problem in her history. 
The following summary of evidence bears out this conclusion: 

1. A readjustment of Canadian economic conditions had set 
in before the war began. Construction activities had slackened; 
speculation was checked; imports of raw material had declined; 
the unfavorable balance of trade had decreased and revenues from 
customs had fallen off. Since the outbreak of war the unfavorable 
balance of trade had practically disappeared. 

2. Canada’s borrowings amounted to about $2,800,000,000 
before the outbreak of war; her interest charges were about 
$120,000,000 per year. Canada would need a favorable balance 
of trade of over $120,000,000 before she would be paying her interest 
bill, apart from interest on war expenditures and on debts accu- 
mulated since August, 1914. 


* Monetary Times, May 28, 1915. 
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3. The increase in the value of agricultural products in 1915, 
together with war orders, will probably relieve the Canadian sit- 
uation considerably. In these respects the war will increase 
Canada’s purchasing power. Mr. Fred W. Field, of the Monetary 
Times, believes that “the war has kept Canada from sliding to the 
point to which it deserved to slide as a result of economic sinning.”’ 
Sir Edmund Osler, M.P., president of the Dominion Bank and 
vice-president of the Canadian Pacific Railway, believes that 
the war saved Canada.‘ It may be that Canada has actually 
imported more and has collected greater revenues than she would 
had the war not come. 

In any case, Mr. Field is undoubtedly right when he says that 
‘“‘unbiassed observers of the situation in Canada agree that extra 
taxation would have been inevitable whether or not the war had 
come.” In other words, the change in Canada’s economic outlook 
would have forced a serious revision of her fiscal system. She 
could no longer depend on such large collections of customs duties, 
especially the duties on materials for construction purposes. 

5. While the war may have benefited Canada temporarily, an 
increase in the public debt amounting to $150,000,000 or $200,- 
000,000 annually for war purposes alone will tax Canada’s ability 
to pay the interest and principal of her financial obligations still 
further. There is an economic limit on Canada’s borrowing powers, 
and the increase in governmental debt will reduce the possibility 
of borrowing for purposes other than the war. Mr. White was 
probably right in saying that “Until the war is ended and for 
a considerable period after it is not probable that monetary condi- 
tions will permit the issue of securities of even the highest character 
for other than war purposes in any such volume as that to which 
we have been accustomed.’” 

6. During the last fiscal year imports of merchandise decreased 
by $163,000,000, but Canada was still borrowing the interest on 
past debts as well as borrowing for war purposes. In order to pay 
the interest of $120,000,000 she will have to increase her exports 
or decrease her imports, or both. It would be a remarkable occur- 
rence indeed if after increasing her exports of merchandise from 

t Debales, 1915, Pp. 917- ? Ibid., p. 94. 
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$290,223,857 in 1913 to $455,437,224 in 1915, about $55,000,000 
per year, she should increase them to $600,000,000 or more within 
another year or two in order to pay interest charges. That is too 
much to expect. There is a greater probability that the volume of 
imports will decline again in the fiscal years 1916 and 1917 and that 
the fiscal problem will therefore become even more serious than 
it is today. 


V. THE BUDGET OF AUGUST, IQI4 


Solutions of financial crises are usually provided by instalments. 
At the first war session, Mr. White did not attempt to introduce 
legislation that would close up the probable gap between expendi- 
tures and revenues. In February, 1915, he made a more serious 
attempt, but the evidence seems to show that the first two instal- 
ments of financial legislation will be inadequate to solve Canada’s 
fiscal problem. 

On August 20 Mr. White presented the first budget speech since 
war broke out. On August 21, $50,000,000 was voted for ‘‘the 
defense and security of the country, for the conduct of naval and 
military operations in and beyond Canada, for promoting the con- 
tinuance of trade, industry, and business communications whether 
by means of insurance against risk or otherwise, and for carrying 
out any measures deemed necessary or advisable by the Governor- 
in-Council in consequence of a state of war.’”’ The Governor-in- 
Council was also empowered to raise by way of loan, temporary 
or otherwise, such sums of money as were required for the purposes 
of making the payments authorized. It was expected that about 
$30,000,000 would be expended during the fiscal year ending 
March 31, 1915.” 

The government also made the announcement that so far as 
possible the existing program of public works which were already 
under construction or in contemplation, and which might be 
reasonably expected to be productive to the nation, would be 
continued, but that no new expenditures would be undertaken 
until the money was on hand to pay for them.3 Mr. White doubted 
whether it would be possible to borrow heavily abroad and expected 


* Debates, August, 1914, p. 43. 2 Tbid., p. 25. 3 Ibid. 
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that Canada’s imports would decline rapidly. He expected a 
revenue Of $130,000,000, which would just about suffice to meet 
ordinary running expenditures until the end of the year. This, 
however, left unprovided for $30,000,000 of capital, special and 
investment expenditures, $30,000,000 of war expenditures, and 
$8,500,000 for the retirement of treasury bills in November, 1914. 
As the government had borrowed $25,000,000 in June, a balance 
of at least $43,500,000 would have to be met by additional borrow- 
ing or by an increase of taxation. 

The least important part of the war measures of August provided 
for an increase of customs duties on coffee, sugar, liquors, and 
tobacco, and of excise duties on liquors and tobacco. The chief 
changes of customs duties were as shown in Table I. 
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Certain other minor changes, known as consequential changes, 
were introduced on account of increases of duties on these raw 
materials for the manufacture of other articles—as, for instance, 
on ground and roasted coffee made from green coffee, or confec- 
tionary made with sugars—or because other articles, such as chicory 
or cocoa, might be used as substitutes. The duties on wines and 
champagnes were not increased, on account of Schedule C of the 
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French commercial treaty, which provides that the customs rates 
thereon are to be specific and not susceptible to increase during the 
continuation of the treaty. It was expected that the duties would 
provide an additional revenue of $8,000,000 before March 31, 1915. 
Coffee would provide $500,000; sugar $5,000,000; liquors $2,500,000, 
and tobacco $200,000. The changes in excise duties were as given 
in Table IT. 


TABLE II 
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Other slight changes were made in respect to cigars and ciga- 
rettes in packages. A revenue of $6,600,000 was expected of the 
increase in excise duties before the end of the fiscal year 1915. It 
was also provided that the customs duties on liquors and all excise 
duties should be deemed to have come into force on August 7, 
since certain brewers, distillers, and dealers in expectation of 
special war taxes had taken large amounts out of bond prior to 
the date of the budget speech. Customs duties and excise duties 
together were expected to produce an additional revenue of 
$14,600,000 before March 31, 1915. 

During the August session there was very little criticism of the 
budget. A truce was declared by the Liberal party and accepted 
by the Conservatives. The duties, both excise and customs, on 
liquors and tobacco met with general approval. Mr. White 
claimed, in answer to a suggestion that the increases had not been 
high enough, that the duties were at the point beyond which the 
government could not go in the interests of revenue. Some excep- 
tion was taken to the duties on coffee and sugar because they would 
affect the poor, who were already suffering from war conditions. 
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Specific duties always bear most heavily on the poor, who use the 
cheaper qualities of goods. Mr. Carvell suggested that ‘“‘consequen- 
tial duties” should have been omitted, so that the manufacturers 
as well as consumers would have to contribute.t A graded income 
tax, taxes on patent medicines, on fancy matches, and on exports 
of pulp wood and pulp were all suggested as alternative or addi- 
tional measures. Mr. A. K. MacLean pointed out that the govern- 
ment would have to retrench. All of these suggestions and criti- 
cisms, however, reappeared when the government presented its 
second instalment of the solution of this financial problem, and they 
may therefore be reserved for more adequate discussion when the 
budget of 1915 is discussed. 

The second fiscal measure of the August war session was an 
amendment of the Dominion notes act. Previously this act had 
provided for the issue of $30,000,000 of notes on a gold margin of 
25 percent. Issues in excess of this sum had to be secured by gold 
coin, dollar for dollar. By the amendment it was provided that 
$50,000,000 could be issued against the 25 per cent margin, and that 
an excess could be issued against either gold coin or gold bullion, 
dollar for dollar. In this way the government was able to issue 
$15,000,000 more notes, on which it need not pay interest, without 
increasing the gold reserve? Full advantage was taken of this 
amendment; in fact, the government issued $10,000,000 in excess 
of the $15,000,000 authorized and got special confirmatory legisla- 
tion in the winter session of 1915.3 

This method of borrowing provided the government with 
$25,000,000 at no cost to itself. It did not, however, lead to a 
depreciation of Dominion notes, for the reason that gold reserves 
remained quite ample and there was no danger that the govern- 
ment would be unable to redeem its notes on demand. There is 
not likely to be a demand for the redemption of a large volume of 
notes at any one time. As the Canadian bank act requires that 
40 per cent of the reserve fund of Canadian chartered banks shall 
consist of Dominion notes and as the banks are not permitted to 

* Debates, August, 1914, p. 72. 

? Budget Speech, August, 1914, p. 20. 

3 Budget Speech, February 11, 1915, p. 8. 
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issue their own notes in denominations of less than five dollars, 
Canadian banks had found it necessary to have on hand $90,588,065 
of Dominion notes on July 31, 1914. As the public held $22,205,- 
768 of notes which it had received through the banks, the total issue 
of notes was $112,793,833. The government held a gold reserve 
of 81 per cent, or $91,735,584. When full advantage had been 
taken of the amendment the gold reserve was still 71.7 per cent of 
the issue, and when the additional issue of $10,000,000 was made 
the reserve was 66.5 per cent of the issue. The reserve had been 
22 per cent in 1870; 41 per cent in 1880; 34 per cent in 1890; 55 
per cent in 1900; and 65 per cent in 1908.’ Ordinarily a large share 
of the notes in the hands of the public never come in for redemption 
until they are practically worn out, because they are needed for 
cash transactions. The banks, too, need a very large amount of 
notes for the purpose of making clearings. On July 31, 1914, the 
banks held $80,404,000 of “bank specials” in denominations of 
$5,000, $1,000, and $500, which are used for this purpose. In other 
words, it is only in exceptional periods that there might be a ‘“‘run”’ 
on the gold reserve of the government; yet the best way to prevent 
such an occasion is to keep the proportion of the reserve to the 
issue up to the highest possible level. Moreover, it is not well to 
encourage governments to borrow, without having to pay interest, 
in this way; and it must be admitted that an inexperienced minis- 
ter of finance might be tempted to draw too heavily on its possi- 
bilities. It is to be hoped that this method of financing will be 
carried no farther. 

After the outbreak of war the contraction in customs revenue, 
which was fairly constant each month, amounted to about one- 
third of the returns for the corresponding period of the previous 
year. However, the additional excise duties of the August budget 
had the effect of counteracting the heavy losses which would other- 
wise have been experienced. A revenue of about $130,000,000 was 
received. Expenditures, however, amounted to $140,000,000 on 
Consolidated Fund Account and $50,000,000 for capital and special 
accounts other than the war; a total of $190,000,000. The full 
amount of the war appropriation of $50,000,000 was expended. In 

* Debates, August, 1914, p. 62. 
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addition, the Dominion made advances on investment account and 
met its sinking fund obligations of $5,000,000 as usual and pro- 
vided for the retirement of $1,700,000 of Treasury bills in Novem- 
ber. In other words, current revenue was entirely inadequate. 

As we have already seen, $25,000,000 of Dominion notes were 
issued without an increase of gold reserve. Despite the difficulty 
of borrowing in Great Britain the government arranged with the 
imperial government for advances of £12,000,000 between Septem- 
ber, 1914, and March 31, 1915. It also issued £3,000,000 of six 
months treasury bills at 44 and 4} per cent maturing in June, 1915; 
it sold at a net price of 94}, £1,300,000 of 1940-60 stock in London; 
and borrowed $5,000,000 from the Bank of Montreal. In short, 
it borrowed about $110,000,000 in order to arrange its finances 
until the end of March, 1915." 


VI. THE BUDGET OF FEBRUARY, IQI5 


It was quite plain that Canada would need additional revenues 
in the fiscal year of 1916, and it was generally conceded that the 
Minister of Finance faced a serious difficulty. With imports declin- 
ing, there was little hope that the fiscal measures in existence would 
provide as great a revenue as in 1915. Mr. White admitted that 
the revenue from all sources would not exceed $120,000,000. Yet 
expenditures were to continue at practically the level of the pre- 
vious year; namely, $140,000,000 on Consolidated Fund Account 
and $40,000,000 for capital and special account. There would be 
$4,000,000 needed for investments already authorized, $3,000,000 
to meet maturing Treasury bills, and $5,000,000 for the Bank of 
Montreal. Special war expenditure might reach $100,000,000 and 
interest charges would be greatly increased. Mr. White estimated 
that the total cash requirements for all purposes, including war 
expenditure, would amount to .$300,000,000. It was therefore 
apparent that Canada was forced to raise $180,000,000 or more by 
borrowing and by additional taxation. Mr. White proposed to 
meet the situation as follows: 

1. He proposed to negotiate for a renewal of the arrangements 
to borrow from the imperial government the total expenditure for 


* Budget Speech, February, 1915, pp. 8-9. 
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the war, paying the same rate as is paid by the imperial treasury 
on its war loans from the proceeds of which advances had been made 
to Canada in the fiscal year 1915. At such time or times in the 
future as may be agreed upon by the British Chancellor of the 
Exchequer and the Canadian Minister of Finance a Canadian war 
loan will be issued and the borrowings from the imperial govern- 
ment repaid. 

2. He introduced a bill entitled “The War Revenue Act, 1915,” 
which provided for the following special and general taxes, which 
were calculated to raise a sum of $8,000,000: 

a) On banks a tax of 1 per cent upon the average amount of 
notes outstanding. 

b) On trust and loan companies, including banks organized 
under the Quebec Savings Banks Act of 1913, a tax of 1 per cent 
on the gross income from loans, investments, and business in 
Canada. 

c) On insurance companies, other than a life insurance company, 
a company transacting marine insurance, a fraternal benefit society, 
and a purely mutual company, registered and licensed to do busi- 
ness in Canada, a tax of 1 per cent on the net premiums received 
by them in Canada. 

d) On cable and telegraph messages and dispatches, other than 
press dispatches, a tax of one cent on all messages for which a 
charge of fifteen cents or more is imposed. 

e) On railway tickets a tax of five cents when the regular charge 
is over one dollar and not more than five dollars, and an additional 
tax of five cents for each additional five dollars or any fractional 
part thereof; on tickets for sleeping-car berths a tax of ten cents 
and on tickets for a parlor car seat a tax of five cents; on boat 
tickets a tax of one dollar if the amount chargeable exceeds ten 
dollars, three dollars if the amount exceeds forty dollars, and five 
dollars if the amount exceeds sixty-five dollars. 

f) On checks, bills of exchange, promissory notes, and receipts, 
a tax of two cents. 

g) On money orders, travelers’ checks, and postal notes a tax 
of two cents. 

h) On letters and postcards a tax of one cent. 
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i) On proprietary medicines and perfumery a tax of one cent 
on each bottle or package retailing for twenty-five cents or less, 
and one cent for each additional twenty-five cents or fractional 
part of twenty-five cents. 

j) On wine, non-sparkling, a tax of three cents on one pint or 
less, five cents on one quart or less but more than one pint, and 
five cents for each additional quart or any fractional part thereof. 

k) On champagne, or sparkling wine, thirteen cents on one hali- 
pint or less, twenty-five cents for one pint or less but more than 
one half-pint, and twenty-five cents for each additional pint or 
any fractional part thereof. 

3. As a main revenue measure which would provide about 
$25,000,000 Mr. White proposed that on February 12, 1915, there 
should be, with certain exceptions, a general horizontal increase of 
the customs duties upon all goods and commodities imported into 
or taken out of bonded warehouses in Canada, whether previously 
dutiable or free, or raw material, partly finished or finished pro- 
ducts, amounting to 7} per cent ad valorem under the general and 
intermediate tariffs and 5 per cent under the British preferential 
tariff. Duties on iron ore, which had previously entered Canada 
free of duty, were made specific at six cents per ton under the pref- 
erential tariff and 8 cents under the general tariff. In determining 
the list of exceptions regard was had to Canada’s trade convention 
with France and the obligation of an agreement with the British 
West Indies. By reason of the French convention the increases of 
customs duties did not apply to silk fabrics, velvets, ribbons, 
embroideries, and certain other goods. Other exceptions were 
wheat, flour, tea (free), anthracite coal, fish from Newfoundland, 
salt for curing fish, lines, twines, nets and hooks for fisheries, reapers, 
mowers, binders, harvesters, binder twine, traction ditching 
machines, sugar and tobacco (which had been dealt with in 
August), news printing paper, newspaper printing presses, type- 
setting and typecasting machines, and a number of other articles 
of lesser importance. Bananas were exempted when representa- 
tions were made to the government by the British West Indies. 
The regulation which provided that manufacturers are entitled to 
a drawback of 99 per cent of all duties paid on imported materials 
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used in the manufacture of articles in Canada and exported there- 
from was of course continued. 

4. Mr. White proposed to borrow, in whatever market was open, 
whatever other funds were necessary, probably about $50,000,000. 

The Conservative party undoubtedly expected that the Liberals 
in oppostion would maintain as uncritical an attidude as in the 
August session. Newspapers had, however, pointed out that the 
government needed helpful criticism and that is was the duty of an 
opposition to provide it. The opposition undoubtedly had as much 
right and as great a duty to perform when they criticized the 
financial proposals of the government as when they called for 
investigation of army purchases, but when predictions were made 
that a war election would shortly be held, the political truce was 
soon broken and helpful criticism was displaced by what on many 
occasions amounted to partisan obstruction. 

The criticism of the character of the new war taxes was not 
serious. The tax on bank note issues seemed popular and many 
believe that it will be permanent. One might add that there is as 
good reason for taxing demand deposits of banks as for taxing bank 
notes. The difference between bank notes and demand deposits 
is merely one of convenience and form. Both are demand liabilities. 
The tax on notes has the merit of providing $1,000,000; a tax on 
demand deposits would provide an additional $3,300,000. A tax 
on current loans, or, better still, on the gross income, of the banks 
would have been more desirable. The gross income of loan and 
trust companies was taxed in this way. Some objection was taken 
to the exemption of purely mutual fire insurance companies, and 
the failure to tax the premiums collected by representatives of 
foreign companies was vigorously condemned.' The exemption 
of press dispatches was to be expected, since all newspapers would 
have opposed them. Sir Wilfred Laurier thought that the taxes 
on railway tickets should have been graduated so that the burden 
would fall most heavily on the traveler in Pullman and parlor cars,’ 
but Mr. White pointed out that too heavy a tax on railway tickets 
would encourage travel over American railways. Druggists pro- 
tested against the tax on patent medicines and it was suggested 

* Debates, 1915, p. 1236. 2 Ibid., p. 888. 3 Ibid., p. 906. 4Ibid., p. 612. 
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that this was a tax on the medicine of the poor." While the stamp 
duty on wines was doubtless legalized by making it a stamp tax 
rather than a customs duty, yet a stamp duty that must be paid 
before the goods pass out of the customs house is certainly a viola- 
tion of the spirit of the French convention. The stamp tax on 
letters was of doubtful value. In August, 1914, Mr. White was 
not at all certain that an increase of one cent in the postal rate 
would not have the effect of decreasing rather than increasing the 
revenue. He admitted that it would fall on all classes of the com- 
munity. He therefore objected to the proposal that the opposition 
made.* In 1915 the Liberals objected when Mr. White adopted 
their suggestion. There is this at least to be said in favor of this 
tax, that it is a charge for a service, which is more than can be said 
for most taxes. 

The taxes on commercial paper, such as checks, bills of exchange, 
and receipts, were much misunderstood in and out of Parliament. 
The government was therefore wise in deferring their enforcement 
until April 15. Evasion of these taxes was carefully provided for. 
Evasion of the tax on bills of exchange was protected against by 
the tax on checks, and evasion of the tax on checks was limited by 
the tax on receipts. 

In general it may be said that the new taxes provided for the 
collection of revenue from those best able to pay and that, with the 
exception of the failure to tax banks scientifically and to tax the 
Canadian business of foreign fire insurance companies, very little 
objection can be raised against them. The chief objection raised 
by the opposition was that the government did not resort to more 
taxes of the kind, especially succession duties, a land tax, corpora- 
tion taxes, and the income tax. 

But the suggestion that direct taxation should have been ex- 
tended was merely the half-hearted attempt to provide a construc- 
tive side for the criticism of Mr. White’s chief means of increasing 
the revenue, namely, the horizontal increase of customs duties. 
These were denounced by Mr. Michael Clark as a “sacrifice to the 
Moloch God of protection.” Mr. W. C. Goode, master of the 
Dominion Grange, said, in an address to the fortieth annual meeting, 

* Debates, 1915, p. 961. 2 [bid., p. 613. 3 Debates, August, 1914, p. 71. 
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that “the tariff changes would have the net effect of enabling 
domestic producers to tax domestic consumers.” He declared that 
“wild and stupid are mild terms to apply to the recent policy of the 
federal government; doubly wild and stupid at present when the 
need of stimulating agriculture is paramount.” The duties on 
agricultural implements made a poor running mate with the cam- 
paign of ‘Patriotism and Production.” 

That the Conservatives had in mind an increase of protection 
is evident from the fact that Mr. White believed that the duties 
would stimulate industry and agriculture and relieve unemploy- 
ment.' Mr. Claude Macdonell seemed to regard the increase in 
duties as permanent.? Certainly the Conservative party believes 
that the protective principle is firmly established in Canada. The 
London Economist was quoted in the House as follows: ‘‘We are 
strongly of the opinion that this addition to the cost of living in a 
new country where prices were already high will cause much hard- 
ship and discontent. Many of these taxes are protective so that 
the revenue secured will be much less than the burden imposed on 
consumers.” There is no doubt that the increases were in line with 
the traditional policy of the Conservative party. 

The method of increase was also severely criticized. It gave 
no consideration to the special characteristics of individual items, 
to the changes in trade conditions, or to the amount of revenue that 
the Treasury was likely to receive. In many cases it was a shield 
for increases of protection that would prove prohibitive of importa- 
tion’ It was attributed to the government’s desire to avoid 
going over the tariff item by item,‘ or to avoid framing a tariff 
designed chiefly in the interests of revenue.’ The _ horizontal 
increase extended to articles that had previously been on the free 
list, many of wLich, like iron ore and raw wool, were being imported 
in large quantities. The net effect of this increase would be very 
uncertain. At first many believed that the tax would benefit them. 
Manufacturers are prone to welcome any increase of the tariff. 
Yet the fact is that a protective tariff is from its very nature a com- 
promise and a set of discriminations, and what helps one injures 

* Debates, 1915, p. 98. 3 Ibid., p. 393- 


2 Ibid., p. 841. 4 Ibid., p. 609. 5 Ibid., p. 889. 
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another. The horizontal tariff, from the very fact that it does not 
discriminate, will not have so many friends as if it had shown dis- 
crimination. The manufacturer, for instance, will have to pay 
73 per cent on his raw material; one can be fairly certain that he 
will not favor the continuation of the horizontal increase. The 
probability is that the manufacturer will want the duties on raw 
materials reduced and those on the finished articles retained. 

Whether the demands for revenue will permit of such a method 
of revision is uncertain, for the horizontal increase is probably 
providing more revenue than would have been provided by 
increases on finished goods alone or on goods previously dutiable. 
In 1913, $208,000,000 of free goods were imported, $30,000,000 
from the United Kingdom and $146,000,000 from the United 
States. The duties on these raw materials will probably pro- 
vide over $12,000,000 or possibly $15,000,000 of the $25,000,000 
expected." 

When Sir Wilfred Laurier, leader of the opposition, moved an 
amendment to the War Revenue bill, he attacked it at a point 
where he might expect to make some political capital, in these 
days of strong imperialist sentiments in Canada, by opposing the 
increase of duties under the British preferential tariff as a blow to 
British trade. The opposition seemed to be trying to spread the 
impression that the British preference would be decreased. On 
the contrary, on goods which had previously entered Canada free 
of duty so that there was no preference, Great Britain now had a 
preference of 2} per cent. The preference had been increased by 
2} per cent on all other goods and the rates of duty under the pref- 
erential tariff remained about 66 per cent of the rates under the 
general tariff. At one point especially the Liberals had a sound 
argument on this subject, namely, when they stated that the 
increase of insurance and of freight rates for ocean traffic had 
neutralized a considerable part of the preference. On the whole, 
Great Britain was probably benefited by the change; at least, as 
compared with other countries. She would have benefited still 
more had the suggestion of Sir Wilfred Laurier been adopted. But 
as the revenues received on goods from Great Britain on account 


* Debates, 1915, p. 1064. 
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of the increase of 5 per cent will probably be considerable, the 
government had a good reason for voting down the amendment. 

The expenditure side of the government’s fiscal policy received 
a good dea] of attention during the winter session of 1915. Charges 
of graft were popular and, as it turned out, justified. One Liberal 
declared that the opposition would vote “millions for war but not 
a dollar for graft.’”* Apart from graft the new taxes were attributed 
to the failure to reduce expenditures when the depression set in.? 
“Economy and retrenchment did not belong to the vocabulary of 
the Conservative party.’ Mr. White claimed, however, that a 
reduction of $14,833,000 had been made in the estimates for public 
works‘ and further claimed that by eliminating every possible 
expenditure it would puzzle one to produce an economy of $30,000,- 
ooo and still do duty to the public administration and the services 
of the country.’ He explained also that the government had intro- 
duced many revotes, so that if the war ended and conditions became 
normal within the fiscal year 1915-16 the works could be gone on 
with. Mr. Claude Macdonell expressed another policy of the 
government when he said that war conditions made it imperative 
for the government to do all it could to provide employment,’ but 
of course he did not explain why it was necessary to construct 
public buildings, many of them largely ornamental, and others, 
like armories and drill sheds, useless while the war lasts, in small 
towns where unemployment was practically unknown; or that out 
of $3,000,000 spent on the harbor of St. John in 1914-15 only 
$300,000 was paid directly to labor.® 

In discussing this subject, as others, tw guogue arguments were 
frequently used. Mr. White talked of inheriting expenditures pro- 
vided for when the Liberals were in power. The opposition in 
reply gave evidence of large and new expenditures. The Toronto 
Globe of February 15 said that the government was “spending 
money like a drunken sailor.” A compilation of dismissals, resig- 
nations (many of them forced), desertions, and new appointments 
in the civil service shows that there had been a net increase of 
* Debates, 1915, p. 964. 4 Ibid., p. 657. 7 [bid., p. 397- 
2 Ibid., p. 384. : 5 Ibid., p. 1063. 8 Ibid., p. 603. 
3 Ibid., p. 886. § Thid., p. 618. 9 Ibid., p. 1071. 
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12,147 between October 10, rg11, and February 9, 1915.' The 
Civil Servants’ Magazine, of Ottawa, declares that there is an over- 
manning of the service to a remarkable degree and that on account 
of duplications and other kinds of waste there is a loss conserva- 
tively estimated at over $5,000,000 a year.?_ Sir Thomas Shaugh- 
nessy, of the Canadian Pacific Railway, says that an examination 
of the estimates of the government does not show that the same 
drastic cut has been made in the cost of administration of public 
offices which has been made by the Canadian Pacific Railway or 
any other well-conducted business.2 No doubt the expenditures 
could have been reduced at many points. 

The worst feature of the war measures is that they are inade- 
quate. During the first three months of the present fiscal year 
there was a net decrease of revenue of $332,262 as compared with 
the previous year. In July there was a net gain of $133,463 over 
the revenue for July, 1914. There has therefore been a net decrease 
of revenue for the first four months amounting to $198,799. Cus- 
toms revenues showed a decline of over $500,000 and excise col- 
lections were increased by only $200,000. Post-office returns 
increased by $1,100,000. While there has been an increase of the 
revenues in July, it is already quite evident that Canada will either 
have to impose new taxes, reduce expenses, or borrow more heavily 
than heretofore. In the meantime she will meet the deficit for 
the year 1915~—16 with the proceeds of a recent sale in New York 
of $45,000,000 of one- and two-year notes at a rate and price to 
yield investors over 5 per cent.5 


VII. METHODS OF RECONSTRUCTION 


The task of Canada’s Minister of Finance during the next few 
years will not be an enviable one. The protective tariff will prob- 
ably provide less revenue than in the last two years. The excise 
and customs duties on liquors and tobacco are probably as high as 
they could be placed without actually decreasing the revenue. It 


* Canadian Liberal Monthly, April, 1915. 

2 Quoted by J. J. Hughes, Debates, 1915, p. 1083. 

3 Debates, 1915, quoted, p. 870. 

4 Toronto Globe, August 6, 1915. 5 Globe, July 24, 1915. 
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would not be wise to increase the issue of Dominion notes without 
increasing the gold reserve. Admittedly the market for govern- 
mental borrowings has an uncertain future and it would not be 
surprising if the Allies, including Canada, yet find it necessary to 
increase taxation heavily in order to bring the war to a satisfactory 
ending. In any case the government should not allow a continu- 
ance of a deficit on Consolidated Fund Account. The Canadian 
government must therefore consider either a decrease of expendi- 
tures or the imposition of new taxes. 

The possibility of reducing expenditures is an interesting topic. 
Of course war expenditures will be maintained at the present level 
of $150,000,000 or more as long as the war lasts. Canada will prob- 
ably borrow the interest on as well as the principal of those ex- 
penditures. She may as well face now the possibility of having to 
raise a part of them by taxation. Pensions will involve an annual 
expenditure of $2,500,000 on account of the first year, probably 
more and additional sums for each year that the war lasts. This 
is practically a new item in Canadian finance. 

Expenditures on capital account are largely for public works. 
They have never been more than $42,593,167 (in 1909) and they 
have averaged $30,000,000 since 1907." Most of the public works 
paid for in this way become productive of revenue for the Treasury 
or of income for the nation at large. Many of them are highly 
ornamental. Doubtless necessity will eliminate any expenditures 
of doubtful value, such as the Georgian Bay Canal, which might 
be charged to this account. 

Expenditures on Consolidated Fund Account are not likely to 
be reduced. The cost of maintaining most of the government 
services is likely to increase with the increase in the population. 
The cost of collecting customs duties is not likely to decrease so 
long as the protective system is retained, even though the collec- 
tions decline. The cost of collecting excise duties will increase if 
new excise duties are imposed. The cost of administration of 
Dominion lands is likely to decline less rapidly than the revenues 
derived therefrom. 


* Canada Year Book, 1913, p. §*7- 
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The government may, however, receive a greater net revenue 
from a few departments, especially from the post-office, and pos- 
sibly from the government railways. These, however, will not be 
sufficient to meet its needs. 

Two possibilities of reducing public expenditure remain. One 
is the reduction of the expenditures for public works chargeable to 
income. Many of these are useless concessions to constituencies 
which have supported whatever government happens to be in 
power. It is well recognized that a constituency must support the 
government if it is to have public funds spent within its borders, 
and consequently promise of public works is a bait regularly held 
out by retiring governments in doubtful constituencies. The 
sooner this type of public expenditure is abolished the better. 

The other possibility is the abolition of the system of provincial 
subsidies, one of the most vicious outgrowths of the British North 
America act. Such a change would relieve the government of 
increasing obligations, which amounted to $11,280,468 in 1914, 
and would end the system which interprovincial politics disturbs 
every few years. It is unlikely that the system will be abolished; 
but this much may be said, that if the provinces are to receive 
increasing sums from the federal government they should not 
object if the federal government invades the field of direct taxation 
to which, according to the British North America act, the prov- 
inces are restricted. 

In all probability, then, the solution of Canada’s fiscal problem 
must be the adoption of new taxes, direct and indirect, and a com- 
plete revision of the tariff. 

The revision of the tariff will probably include the imposition 
of a heavy duty on tea. In Canada, where tea cannot be grown 
and where it is consumed by all, a duty would be an ideal war tax. 
Duties in coffee are doubtless less productive of revenue than they 
might be by reason of the omission of a duty on tea from the list 
of revenue-producing taxes. Diamonds, until lately free of duty, 
should be taxed much more heavily than 73 per cent. Whether 
protection will be reduced no one can tell, but the probability is 
that the system of protection will remain in Canada until after it 
has disappeared from the United States. In the long run Canada 
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would certainly benefit from the adoption of free trade and the 
diversion of capital and labor into those employments where the 
greatest efficiency obtains in Canada. Furthermore, a reduction of 
many duties which are practically prohibitive might bring greater 
revenue returns. 

Excise duties on domestic manufactures of several kinds, which 
might very well be imposed without great injury to the industries, 
would provide a very large revenue. An excise tax on war-order 
products might prove the best method of taxing war profits. 

By the British North America act the federal government may 
raise revenue from either indirect or direct taxation, but heretofore 
no attempt to introduce direct taxation into the federal fiscal 
system has been made, because the provinces are restricted to 
direct taxation. Another reason for refraining from the use of 
direct taxes is the fact that the federal government has not a taxing 
machinery adequate for the task. The provincial governments 
may, however, have to give up their subsidies from the federal 
Treasury or allow the federal government to impose direct taxes. 
As they will probably prefer to keep the subsidies, one may regard 
direct taxation in the form of corporation taxes, an income tax, a 
land or property tax, or succession duties as an almost inevitable 
addition to the federal fiscal system. 

There is one other possible source of revenue worthy of serious 
consideration: namely, the application of the local assessment 
principle to federal finance. It has been the custom for the federal 
government to raise the cost, and otherwise meet the expense, of 
constructing many public works which benefit particular localities 
or particular individuals. The improvement of Toronto’s harbor 
provides a good illustration. It is generally accepted that since 
Toronto is a Conservative city and sends eight Conservatives from 
the eight constituencies, one may expect the present federal govern- 
ment (Conservatives) to spend huge sums on the improvement of 
the harbor, and real estate interests argue that therefore the future 

of Toronto’s real estate values is assured. If property-owners 
frankly confess that such an improvement will affect the price of 
property favorably, the suggestion that a large part of the cost of 
the improvements (in this case about $26,000,000) should be 
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assessed on the property-owners of Toronto is worth considering. 
One can scarcely deny the justice of the proposal or deny that such 
a scheme would put an end to the system of unnecessarily spending 
public funds in constituencies where proper support is given to the 
party in power or where the issue of an election is doubtful. It 
would have provided the revenue to defray a very large part of the 
increased expenditures of recent years, and might well be expected 
to provide large revenue in future. The tax could be charged 
directly on the municipality. 

It is impossible in a study of this length to go into the possi- 
bilities of the financial situation of the Dominion government. It 
has been worth while to suggest the main lines of argument. The 
solution of the problem should be the work of a committee or a 
commission of the best financiers Canada can boast. 

W. J. A. DonaLtp 


McMaster UNIVERSITY 
TorRONTO 





WAR AND PUBLIC FINANCE IN SOUTH AMERICA 


In no region of the world is the public finance of foreign states 
of greater interest to our people than in Latin America. Aside 
from broader political considerations, their financial affairs are 
important for us because of private investments in their borders 
which are bound to become of increasing moment as we cease to be 
a debtor nation. The successful operation of the enterprises in 
which Americans are there interested bears, of course, an intimate 
relation to the local taxation problems. 

As yet it is only in certain portions of Latin America, notably 
in Mexico, Cuba, and San Domingo, that American investments 
hold a prominent position. In the first country the figures com- 
piled for our State Department show a total of American invest- 
ments amounting to $1,057,770,000—an amount not only greater 
than that held by citizens of all European countries together, but 
an amount which exceeds the total of the national wealth held by 
the Mexicans themselves by more than $200,000,000.' In Cuba, 
also, since the Spanish American war there have been large invest- 
ments of American capital, and since the protocol of 1905 important 
holdings have been acquired in San Domingo. In the other coun- 
tries of Latin America the financial interests of United States citi- 
zens reach a smaller total, but are large and growing. Our position 
in the Caribbean is now fairly well assured, but in South American 
republics we have yet to win the important position in commerce 
and in general international affairs which our position in America 
gives us a right to expect. 

The public finance of these countries affects our policy, not only 
because of the interest which every country must have in the 
foreign investment ventures of its citizens, but also because of two 
other considerations of a more general nature. 

1. Especially in the circumstances created by the European 
war, we should be interested in the finances of our southern neigh- 
bors as an element determining the possibility of the extension of 


* Daily Consular and Trade Reports, July 18, 1912. 
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our foreign trade. Not only, indeed, in war time is this a matter 
of interest, for South America is an important source of raw ma- 
terials for our industries, and in lesser degree, of food supplies, in 
time of peace as well. In war time, however, conditions may arise 
which will affect the volume of foreign trade in an unusual way. 

2. Broader still are our political interests in South America. 
If these countries prosper and their financial position becomes 
stable, our national policy of “America for Americans’’ will stand 
little chance of being called in question by European governments. 
That the investment of capital in foreign countries will increase 
as the opportunities for attractive profits in Europe grow less is 
indisputable. Money will flow to less developed regions, as it has 
already done to the extent of billions of dollars. If the govern- 
ments of these countries are disturbed and property as a result is 
unprotected or subject to arbitrary treatment, the pressure brought 
upon European governments to interfere for the establishment of 
order and the creation of conditions under which the investments of 
their nationals may prosper will become more insistent. There 
will be in the future, as in the past, attempts to induce the local 
authorities to bring order out of chaos by exercising diplomatic 
pressure upon them, or, that failing, by forcible interference with 
their governments. 

Under such conditions the corollary of the Monroe Doctrine that 
American governments be left free to develop as the local popula- 
tions determine would become an increasingly difficult policy for 
our government to sustain. It might become one which stood for 
the rights of local self-government against the general interests of 
the civilization of the world. The alternative offered us might 
become the abandonment of the doctrine or the assertion of an 
increasing supervision of the less stable governments of America 
by the strongest American power. 

Neither choice would be welcome. Already we have heavy 
responsibilities in the maintenance of order under the arrange- 
ments made with Cuba, Panama, and San Domingo. The much- 
discussed agreements with Nicaragua, Honduras, and Haiti, which 
have been given the support of leaders in both great parties in the 
United States, would still further increase our duties as a guarantor 
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of order. What Mexican affairs may bring forth in the same field 
is still a problem. That the people of the United States welcome 
any further extension of such undertakings as those we have already 
assumed in reference to Latin American governments would be 
argued by few. Any development which tends to make our 
southern neighbors better able to take care of themselves, or shows 
them now in that position, will be a source of satisfaction to us 
because of our long-standing belief that every people should have 
the right to work out its own destiny, and also because it accords 
with our preference as to our own international policy. 

Looked at from this point of view, the European war may have 
reflex consequences for us of the highest importance. If through 
the financial crisis which it has brought in an especially acute 
form in less developed communities we should find ourselves under 
the necessity of adopting a forward international policy toward 
South America, we would face the event with regret. It is there- 
fore with more than ordinary interest that the people of the United 
States should observe the effect of the European war upon the public 
finance of Latin American states. 

In all South American states the European war of necessity 
brought in its train a financial crisis. Being uniformly debtor 
countries, whose rapid development is dependent upon ability to 
make loans abroad, their economic arrangements of necessity 
were disturbed because of the curtailment of credits. Public 
improvements were discontinued or cut down, local developments 
were handicapped, exports fell, and imports decreased because of 
inability of the population to buy as freely as before. In some 
cases, too, important export markets were closed, especially when 
these were in Germany and Austria, thus hindering the sale of 
that portion of goods which could still be moved. At the beginning 
of the conflict ocean transportation facilities were crippled, making 
access to all markets difficult, though this handicap was only 
temporary. 

Confronted by these conditions the countries adopted various 
means to meet the crisis. Strenuous efforts were made to main- 
tain the national credit by continuing at least the external debt 
service on the usual basis. Some states were hampered in these 
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efforts because they were already before the war going through 
an acute economic crisis; others were in so weak a financial position, 
or so distant from the course of world trade, that the war changed 
their position but little; still others, because of the peculiar char- 
acter of their exports or unusual markets offered to them, were but 
slightly affected. 

Among those republics struggling with a financial crisis even 
before the outbreak of the war were the three republics of the east 
coast: Brazil, Uruguay, and Argentina. The acute conditions in 
Brazil, even before the war, made it “obvious that without financial 
relief the government would be unable to meet its external obliga- 
tions.”* In 1910-12 southern Brazil had enjoyed exceptional pros- 
perity. Though crops had been small, prices were unusually high 
and business was flourishing? The money stringency had become 
especially acute after September, 1913, with the fall in price of the 
country’s chief products—coffee and rubber. When the European 
war came, it paralyzed the import trade, thus cutting down revenues, 
stopping the extension of public works, and thus increasing the 
business inactivity, especially in the great commercial centers in 
Rio de Janeiro and Sao Paulo.’ The total foreign trade during 
1914 fell off $234,394,000, as compared to the year before. Two- 
thirds of the loss was in imports, one-third in exports. The former 
had fallen off $69,527,000 before August in 1914, owing to reduc- 
tion of credit following the Balkan war, a condition accentuated 
in the last five months of the year by the hostilities in Europe. 
In the period from August to December, 1914, coffee exports 
shrank 39 per cent in quantity and 58 per cent in value, compared 
to 1913, though this item before the war was showing an increase 
in both quantity and value. The loss was due, of course, to the 
cutting off of the German and Austrian market.‘ 

On March 4, 1915, the president issued a decree authorizing 
the minister of finance to issue bonds to the amount of 50,000,000 

* Forty-first Annual Report of the Council of the Corporation of Foreign Bondholders, 
London, 1915, p. 12. 

2 Daily Consular and Trade Reports, December 12, 1914. 

3 Ibid., September 12, 1914. 

4 Commerce Reports, March 26, 1915. 
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milreis gold ($27,300,000) at the office of the national treasury 
in London." The efforts of the government to meet the financial 
problems had not by the first months of the year brought relief 
to the business world, and despite the recognized good faith of the 
government’s efforts, bondholders considered their position to have 
become more precarious because of the war. 

Like her neighbors to the north and south, Uruguay was already 
suffering from the results of a financial crisis when the war broke 
out. Since 1913 large construction projects had been at a stand- 
still and foreign trade slack. At the end of 1913 heavy rains 
destroyed the harvests and 50 per cent of the planting for 1914. 
Cattle disease broke out in the interior and traffic with the back 
country was crippled. The war increased the hardships, though 
the fact that banks and business houses were already retrenching 
in their financial affairs lessened the shock. The country was, 
further, under the advantage of a non-fluctuating gold standard, 
in this holding a unique position in South America. The exports, 
moreover, are necessities of life little affected by ordinary trade 
disturbances.” 

Still, with the outbreak of the war money became tight and 
unemployment increased. Moratoria of various lengths for certain 
sorts of local and private obligations were resorted to, but no inter- 
national moratorium was declared.4 On August 8, 1914, specie pay- 
ments were suspended by law for six months. The export of coal 
and gold was prohibited. A general moratorium on local obligations 
was declared, which was later extended by a law of December 24 
until January 25, 1915.5 The government was authorized to con- 
tract an internal debt of 35,000,000 pesos in the form of 7 per cent 
treasury notes, to be redeemed in some three years.® Later the 
amount authorized was raised to 40,000,000 pesos and the interest 
to 8 per cent.? A loan which was in process of flotation in Europe 
on the outbreak of the war was only partly raised, and a second 

* Ibid., April 3, 1915. 2 Tbid., June 11, 1915. 

3 Daily Consular and Trade Reports, November 19, 1914. 

4 Commerce Reports, June 11, 1915. 8 Ibid., April 3, 1915. 

6 Daily Consular and Trade Reports, November 26, 1914. 

7 [bid., November 26, 1914. 
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syndicate which undertook the task failed.' The effect on the 
country’s income was serious. In the first eight months of 1914 
the receipts of customs were $2,800,000 below those for the same 
period in 1913.2, The receipts for the year were reported by the 
Montevideo Times as $12,876,038, compared to $17,259,716 in 
1913.3 At the end of 1914 the government was compelled to ask 
that the sinking fund payments on its interest-bearing loans be 
suspended to the end of 1915.4 In February, 1915, it was reported 
that a law had been passed by which the convertibility of the bank 
notes of the republic was postponed until three months after the 
European war is terminated by peace treaty.s 

Argentina, the most important commercially of the South 
American states, met the crisis with commendable determination. 
The country had gone through a boom period which came to a close 
about two years before the outbreak of the war. In the crisis 
which followed many prosperous lines of industry languished and 
even conservative business houses found their finances in straitened 
condition. Repeated crop failures added to the distress. The 
war came thus in the middle of a period of hard times which had 
run for two years, during which the banks had been liquidating 
their loans. Had it come while the republic was in the midst of the 
speculation period it would have produced a disastrous crash. 
Even under the existing conditions it did not fail to bring increased 
hardship. A moratorium for thirty days was at once declared for 
all debts falling due in the Argentine in August. It was extended 
to September 30, but then expired. It was later renewed in 
modified form, applying only to certain foreign countries. The 
exportation of gold was forbidden and the government extended 
its aid to private banks to tide them over the crisis. There was 
a wide demand for the issue of $10,000,000 in paper money with- 
out a gold guaranty, but this the executive refused to support.® 

* Daily Consular and Trade Reports, November 26, 1914. See, also, Commerce 
Reports of April 3, 1915. 

2 Daily Consular and Trade Reports, October 30, 1914. 


3 Commerce Reports, March 6, 1915. 

4 Forty-first Annual Report of the Council of the Corporation of Foreign Bondholders, 
London, 1915, p. 19. 

5 Commerce Reports, February 12, 1915, authority reporting not stated. 

6 Tbid., April 17, 1915, and June 12, 1915. 
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Shipping during August and the first part of September was 
paralyzed and all financial arrangements were upset. 

The government adopted a conservative attitude, which the 
events proved was justified. Customs here as elsewhere fell off, 
the decrease totaling $32,000,000. At the beginning of 1915 they 
were reported as 60 per cent below normal.' To meet the situation 
a policy of rigid retrenchment was adopted, but during the latter 
half of 1914 the government took no step to increase revenue.” 
The negotiations for a European loan of $77,000,000 for public 
works were dropped.* Estimates of expenditures for public 
improvements, which in 1914 had called for an outlay of $300,000,- 
ooo, were entered in the budget of 1915 for only $23,806,895.‘ 
Early in 1915 a cabinet meeting decided to reduce by 1o per cent 
all ordinary expenditures for the year except salaries and the public 
debt service.’ The budget for 1915 included an additional tax 
on such items as alcoholic liquors and tobacco.® 

Aided by these conservative measures, commerce gradually 
improved. In the two and a half months following the outbreak of 
the war, especially as transportation facilities resumed operations, 
much of the surplus of goods for export, which it was feared would 
have to be carried over, were marketed, and though imports, and 
therefore customs, remained low, foreign trade as a whole was in 
“fair” condition.? By the end of the year crop prospects had 
become good, there was plenty of work, and shipping was almost 
normal.* An issue of $15,000,000 in notes was put on the market 
by the government and promptly disposed of.2 The National 
City Bank of New York made a loan to the government in Decem- 
ber, 1914, at 6 per cent interest, the obligation being taken at 963.° 


* Daily Consular and Trade Reports, October 31, 1914, and Commerce Reports, 
January 4, 1915, and March 19, 1915. The foreign trade of the Argentine during 1914 
compared to 1913 is reported as follows: imports, 1914, $262,304,273, 1913, $406,605,- 
203; exports 1914, $337,030,246, 1913, $466,581,886. The United States was the 
only country which bought from the Argentine more in 1914 than in 1913 (Commerce 
Reports, April 16, 1915). Further detailed figures are found in Commerce Reports for 
June 12, 1915. 

2 Commerce Reports, July 12, 1915. 

3 Ibid., March 19, 1915 and June 12, 1915. 6 Tbid., July 12, 1915. 

4 Ibid., May 5, tgts. 7 Ibid., March 19, 1915. 

5 Ibid., March 10, 1915. 8 [bid., January 4, 1915. 

9 Ibid., January 7, 1915. See also April 6, rors. 

1 Thid., May 5, 1915, and June 12, 1915. 





798 JOURNAL OF POLITICAL ECONOMY 


In May, 1915, an exterior loan of $50,000,000 gold was successfully 
floated with British and American bankers." On the whole the war 
had raised the prices for Argentine exports. Gold deposited abroad 
in the Argentine legations furnished adequate basis for credit. In 
the opening months of 1915 ample funds were available for all 
foreign trade purposes. Local banks, both Argentine and Euro- 
pean, were making attractive rates for loans, the charge being in 
some cases as low as 63 percent. In the first months of 1915 the 
railroad service showed weekly traffic equal to or greater than 
during the corresponding period in 1914. ‘There is said also to be 
an unusual activity among Argentine manufacturing industries 
owing to the cutting off of the usual sources of supplies of manu- 
factures by the war.2, Commerce was decidedly on the upgrade 
and substantial increases in exports were shown in practically 
every important line in the first four months of the year, with the 
single exception of the trade in linseed. 

Of peculiar interest is the effect of the war upon the financial 
affairs of Chile. Probably in no other country of equal importance 
is the national prosperity so dependent upon a single branch of 
the mining industry—in this case, the production of nitrates— 
and probably no area, unless it be the Klondike, is more completely 
dependent upon imports for even its daily food than the nitrate 
regions of the provinces of Antofagasta and Tarapac4. Anything 
which disturbs this industry in Chile is sure, therefore, to raise 
acute problems, both national and local. Of this fact the outbreak 
of the European war furnished an apt illustration. 

Chile depends on the export taxes on nitrate and iodine for its 
ready cash. Of customs, about 58 per cent comes from these items, 
reaching in a recent year $28,000,000, American gold. The import 
and export taxes from the two nitrate ports of Iquique and Anto- 
fagasta constitute 65 per cent of the government’s customs reve- 
nues.4 Of the nitrate exports, over three-fourths found their 
market in Europe. As an indirect result of the Balkan wars the 
demand slackened and the price had been steadily declining since 


* The Americas, 1, No. 11, August 1915. 
2 Commerce Reports, June 12, 1915. 3 Ibid., June 28, 1915. 
4 Daily Consular and Trade Reports, December 9, 1914. 





WAR AND PUBLIC FINANCE IN SOUTH AMERICA 799 


the beginning of 1914. The war of 1914 cut off shipments to 
Germany, Austria-Hungary, and Southeastern Europe, and the 
bottom dropped out of the market. The nitrate operations could 
no longer be worked at a profit and many of them closed down. 
There were 134 working on July 31, 1914, but only 69 on September 
30, 61 on October 15, and 46 in December. The interruption of 
this and other sources of revenue confronted the government with 
an estimated deficit for 1915 of $13,486,182, American gold. 

As in the Argentine, prompt measures were taken to meet the 
emergency. Steps were taken to impose special taxes on inherit- 
ances, property, and salaries, and increased rates on beer, alcohol, 
and tobacco. The number of public employees was decreased and 
salaries were cut in some cases 25, and even 50, per cent.? 

Meanwhile the local problem in the nitrate provinces demanded 
attention, for the stagnation of the nitrate business meant the 
complete dependence of the population. Outside the towns the 
provinces of Antofagasta and Tarapacd are a rainless, barren 
desert. There is no vegetation and there are no settlements 
except at the nitrate stations, twenty to fifty miles apart. Food 
supplies have to be brought from great distances—cattle from the 
Argentine, sugar from Peru, grain, vegetables, and fruits from 
Southern Chile. Much of the flour comes from the United States.’ 

When the works closed down, the laborers had to be supported 
by public or private charity or taken out of the district. The 
government aided by supplying food and transportation.‘ Part 
of the workers were given emergency employment on the extensions 
to the longitudinal railway being constructed by the government. 
Under the strain of unusual expense, cutting down of customs, and 
the restriction of foreign credits, the Chilean paper peso, worth 
twenty cents gold in July, 1914, sank to fifteen cents in November. 
The government advanced money to the nitrate plants which 
would keep open and thus diminish the number of dependents. 


* [bid., September 25, 1914. 

2 Commerce Reports, January 5, 1915, and January 14, 1915. 

3 Daily Consular and Trade Reports, September 25, 1914. 

4 Ibid., December 9, 1914, and Commerce Reports, January 14, 1915. 
5 Commerce Reports, January 14, 1915. 
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In all, $6,400,000 is said to have been advanced, of which $4,100,000 
was still outstanding on March 9, 1915,’ and $2,880,000 on May 15.? 
But toward the end of the year conditions began to improve. The 
nitrate market was slowly recovering. The plants were gradually 
opened, but experienced difficulty in securing labor, since so many 
laborers had been shipped south during the crisis. In June, 1915, 
banks were still reported to be restricting credit, but the govern- 
ment had apparently passed the point of greatest strain. 

The other republics of South America are less important com- 
mercially, and for that reason of less moment to those interested 
in our present-day foreign trade; but their experience in the war 
illustrates some interesting phases of the interdependence of nations 
of the world in international affairs. From the point of view of our 
foreign policy the experience of these nations is of interest to us, 
because it is in them and the countries of the Caribbean region that 
political affairs are likely to be least stable. 

The two inland republics, Bolivia and Paraguay, are to a 
degree outside the zone influenced by the war. Of the two, 
Bolivia fared by far the better. The first result of the war was 
that country merchants raised the prices of necessaries. The 
government promptly enacted a law forcing them to continue 
sales on the basis of the prices of July 31. This act appears to 
have tided over the period of greatest tension.4 The government 
imported flour and sugar to be sold at cost. Imports fell off 50 
per cent, and the annual budget was cut 30 per cent to meet the 
decrease in revenues.’ A moratorium was declared, later extended 
to three months after January 1, 1915, then to three months 
from April I, 1915, and to December 31, 1915.° But by the end 
of 1914 business was reported as fairly prosperous.’ 

In Paraguay it is difficult to ascertain what was the effect of 
the war upon public finance, for the government is so weak and so 


* Commerce Reports, April 14, 1915. 

2 Ibid., July 3, 1915. 3 [bid., May 6, 1915. 

4 Daily Consular and Trade Reports, October 12, 1914. 

5’ Commerce Reports, January 6, 1915. 

6 Jbid., January 6, 1915, February 12, 1915, May 10, 1915, and July 7, 1915. 
7 Daily Consular and Trade Reports, December 2, 1914. 
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beset by internal disorders that it is impossible to distinguish the 
crises which were induced by the war from those to which the 
country would have been subject, even had peace been main- 
tained. From a commercial point of view, Paraguay is a depend- 
ency of Argentina and had been suffering the hard times there 
prevalent. The currency is greatly depreciated; in fact, local 
metal coins are unknown except as curiosities. Very little metal 
was, in fact, ever coined. Of paper there is plenty; how much is 
not definitely known, but there is at least $65,000,000 outstanding.? 
The paper peso was worth $0.06225 in 1914. The first effort to 
stabilize the currency was made in 1908, when a private bank was 
chartered, into whose charge were to be given the proceeds of a tax of 
one dollar on each hide exported. The government was to receive 
10 per cent of the profits of the bank, and the hide tax proceeds 
were to be made a fund for the conversion of the paper money at 
the rate of 10 to 1. 

But the war threw these plans to the winds. On October 24, 
1914, an agreement was reported by which the government was 
to take over the accumulated conversion fund, amounting to 
$1,500,000. Negotiations for a loan for £1,250,000, which were 
going on in London, were dropped.4 The moratorium declared on 
the opening of the war was later extended to August 31, 1915.5 
An act for the issuance of $35,000,000 pesos additional paper was 
promulgated, which could not fail further to embarrass public 
finance. Of the total, 25,000,000 pesos were to meet the obligations 
for current expenses in 1914, and the remainder to complete public 
works.? The generally dark financial prospects of Paraguay have 
not been bettered by the war. In fact, the conflict has probably 
only hastened the advance into a condition which was already 
becoming desperate. 

Peru, Colombia, and Venezuela may be grouped together in 
the effect that the war had upon them, because, though none of 

* Commerce Reports, January 26, 1915. 4Ibid., January 26, 1915. 

2 [bid. 5 Ibid., January 28, 1915. 

3 Ibid., January 12, 1915. 6 Jbid., March 19, 1915. 

7 Ibid., April 3, 1915. The government was able to meet the payments on its 


external debt due January 1, 1915 (Forty-first Annual Report of the Council of the 
Corporation of Foreign Bondholders, London, 1915, p. 22). 
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them is in a position of financial strength, they stood the shock 
fairly well. To some degree this was due to the fact that the 
governments made strenuous efforts to maintain their credit, but in 
greater degree it was due to the character of their chief export 
products, which, once the first crisis was passed, put them in a 
favored position. 

In Peru a moratorium was declared at once, and later continued 
to June, 1915. Gold was driven out of circulation, though the 
Peruvian pound circulated in normal times on a par with the pound 
sterling. Business fell off 50 per cent." The export trade in most 
lines fortunately did not depend on the closed European markets, 
and where it was so dependent, alternative markets offered them- 
selves because of the very cutting off of European shipments. Of 
the eight principal exports of Peru, cotton alone suffered seriously 
for want of a market. Copper goes chiefly to the United States 
from Peru. It continued its usual course, and the mines were soon 
running at about the normal. Sugar usually went to Liverpool, 
but now that the German beet sugar shipments to Chile were shut 
off it was deflected southward. Some trade also was developed 
with Vancouver. Issues of paper money were resorted to by local 
banks, which caused the exchange rate to rise,” but for a country 
in the economic position of Peru the strain of the war was felt 
comparatively little. 

In Colombia the war at first brought stagnation of trade, and 
large quantities of leaf tobacco, crude rubber, hides, nuts, and 
vegetable ivory, formerly sent to Germany, were unmarketable. 
Hotels and the larger stores avoided the fluctuations caused in the 
local currency by accepting payment in American gold.* The 
government made earnest efforts to maintain its credit and was 
able to meet the payments of interest falling due in the foreign 
debt service at the end of August, 1914,‘ and in January, 1915. 


* Commerce Reports, February 9, 1915. 

2 Ibid., January 6, 1915, and May 8, 1915. See also on Peru, ibid., July 27, 
1915, and August 28, 1915. 

3 Daily Consular and Trade Reports, September 19, 1914. 

4 Ibid., November 21, 1914, quoting the Financier and Bullionist for September 3, 
1914; see also for general discussion of Colombian finances, Forty-first Report of the 
Council of the Corporation of Foreign Bondholders, London, 1915, p. 16. 
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By the end of the year, though business was still far from prosper- 
ous, it appeared that a readjustment of trade conditions had taken 
place which would at least postpone any financial difficulty which 
might arise on account of the war. By June 30, 1915, conditions 
were reported to be ‘“‘returning to normal.’” 

Venezuela made efforts to avoid even the declaration of a 
moratorium. ‘Toward the end of the year it was reported about 
to yield,? but except for delays due to the exchange market the 
government was able by April to announce that all its foreign 
obligations had been punctually met. Export trade was depressed 
and importations much reduced.‘ The crop prospects were, how- 
ever, good for both cacao and coffee,’ and the position of Venezuela 
seemed about that of Colombia.® 

Curiously, the war had less effect upon Ecuador than upon 
any other South American state. Torn by civil dissensions for 
almost a year before the beginning of the European conflict, and 
dependent for practically all of her manufactured products upon 
Europe and North America, it might be assumed that the inter- 
ruption of trade and disturbance of credit would have prostrated 
her already hard-beset government. But no such development 
occurred. There were runs on banks at the beginning of the war 
and the government declared a moratorium of thirty days,’ but 
by the end of the year the outlook was probably more favorable 
than anywhere else on the continent. Cocoa prices were high 
and going higher. The market for this, the country’s chief ex- 
port, had practically recovered from the war slump.’ A report 


* Commerce Reports, June 30, 1915. 

2 Daily Consular and Trade Reports, December 2, 1914. 

3 Commerce Reports, July 2, 1915. 

4 For figures of trade for 1913 and 1914, see Commerce Reports, July 7, 1915. The 
loss was especially great in commerce with Germany, France, and Austria. 

5 Commerce Reports, January 5, 1915. 

6 Forty-first Annual Report of the Council of the Corporation of Foreign Bondholders, 
London, 1915, p. 18. 

7 Daily Consular and Trade Reports, October 31, 1914. 

8 Commerce Reports, January 7, 1915. The price for arriba superior cacao in 
December was $9.00 per quintal. In January it was $10.00, and in February orders 
were placed at $12.00 (Commerce Reports, April 20, 1915). 
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despatched December 14 declared that Ecuador’s trade was 
practically as good as ever. “Ecuador has suffered little or none 
by the war and in some instances at least it has benefited.”* Later 
the Guayaquil Chamber of Commerce reported, “None of our 
export products is held up for lack of market, for they all have a 
ready sale.” Exchange rates were favorable and banking con- 
ditions approaching normal.’ Curious indeed were the tricks 
played foreign trade by the war, but most curious this turn which 
made the weakest government on the continent—with the possible 
exception of Paraguay—the one which felt the shock to the financial 
arrangements of the world least of any state in South America. 

Taken all in all, so far the performance of the South American 
states under the financial strain put upon them by the war has 
been reason for congratulation. The group, Brazil, Argentina, and 
Chile—with which Uruguay should be classed, not only because 
of its geographical position, but also because of the stability of its 
government—have put their shoulders to the wheel and are evi- 
dently determined that they will sustain their foreign credit even 
at the cost of curtailment of public improvements, and in the case of 
Chile of heavy relief expenses. The task may be difficult, espe- 
cially if the war is of long duration, and the outcome in the case of 
Brazil may appear to many doubtful, but there can be no question 
of the good faith of the efforts undertaken. 

The inland republics—-Bolivia and Paraguay—are not so closely 
touched by the consequences of the war as those relying to a 
greater extent on foreign exchanges. Bolivia seems to be weather- 
ing the storm successfully. Paraguay, suffering from endemic 
revolutions, unable to cope with even disturbances of minor 
character because of lack of communications, and laboring under 
a debased paper currency of rapidly fluctuating value, enjoys 
no pleasant prospects. The war affects her but secondarily, but 


* Commerce Reports, January 18, 1915. 

2 Ibid., May 20, 1915. 

3 The interest and sinking-fund payments for the external debt due January 1, 
1915, were not, however, paid, and the foreign bondholders report that the govern- 
ment should probably be considered as “defaulting” (Forty-first Annual Report of the 
Council of the Corporation of Foreign Bondholders, London, 1915, pp. 20 ff.). 
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anything which adds to the load she is already carrying may prove 
calamitous. 

Of the four remaining independent states none have strong 
governments, but all appear to be making headway, due both to 
the praiseworthy efforts of their governments to meet the situation 
and to the fortunate position which their chief products hold in the 
world’s market. The sugar of Peru enjoys an unusual access to 
profitable outlets, and the cocoa products of Venezuela, and espe- 
cially Ecuador, appear to be enjoying a demand which at least 
approaches that in times of peace. The coffee market in Venezuela 
and Colombia appears to be in a less favorable condition. 

Looked at from the point of view of the United States, these 
favorable local conditions, whether brought about by the efforts 
of the governments or the accidental character of the local products, 
are welcome indeed. In this time when European states are 
pouring out their capital in the most destructive war of history, it 
is gratifying to us to see the anxiety and ability of the states to the 
south to maintain their credit even at great temporary incon- 
venience. There has been among them no general willingness to 
use the war as an excuse to escape just obligations or to load their 
payment on posterity. Had the conflict resulted in a general 
defaulting on the debt services, it would presage bad local effects. 
Capital would hereafter be more cautious in making loans and the 
proper development of the continent would be checked. Such 
defaulting would have in addition an international effect peculiarly 
unfortunate for us. The creditors would urge their governments 
to bring pressure upon the defaulting states to force payment. 
Questions of the degree to which such pressure could be availed 
of before becoming a policy offending the Monroe Doctrine would 
be brought before our state department. In short, a general 
inability or indisposition of the South American countries to stand 
the financial strain incident to the war would put us into a very 
unwelcome diplomatic position. Not only are the South American 
states to be congratulated, therefore, because the war has not 
affected them more adversely, but we are to be congratulated 
because their performance gives promise that they will make 
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great effort to prevent their public debts from becoming inter- 
national questions. Whether these efforts will in the long run prove 
sufficient may in some cases be doubtful, but the evident strength 
of the southern group and the general determination to safeguard 
the national credit are facts of decided value to us. These are 
advantages which, though less tangible, may prove much more 
real to us as a nation than any of the trade profits incident to the 
war which have so held the attention of Americans anxious to 


increase our Overseas commerce. 
CHESTER LLoyD JONES 


UNIVERSITY OF WISCONSIN 











WORKMEN’S COMPENSATION AND THE FEDERAL 
CONGRESS 


The Congress of the United States holds jurisdiction over two 
groups of employees for two diverse reasons—those engaged in 
interstate commerce, by reason of that provision of the Constitu- 
tion which gives it the power to regulate commerce between the 
states; and those employed by the government, by reason of its 
legislative authority to determine the conditicns of employment of 
public servants. 

FEDERAL EMPLOYEES 


While employers generally have been subject to suits for 
damages resulting from their negligence, the state has enjoyed 
the immunity of the king who “can do no wrong,” and it is only 
as a matter of grace that employees injured in its service have been 
able to secure redress. When the floors of the Ford Theater 
building, occupied as an office by the War Department, collapsed 
in 1893 while repairs were being made, and caused severe bodily 
injury and loss of life to a number of the clerks employed therein, 
an appropriation was necessary before relief was available for the 
injured men and their families; and frequently cases before the 
Court of Claims or special bills before Congress attempt to secure 
relief such as under another employer would be had through 
employers’ liability or workmen’s compensation laws. 

A degree of recognition of the need of some more general remedy 
than that by claims or special bills has appeared in connection with 
federal employees, beginning with an act of May 4, 1882, amended 
in 1898, making provision in case of the injury or death of certain 
persons in the Life-saving Service. For the clerks in the Railway 
Mail Service appropriations have been made since 1900 for the 
benefit of those injured while on duty, since 1903 including also 
the families of those whose injuries were fatal. Clerks in the Sea- 
Post Service were included in 1912; and city and rural letter 
carriers, post-office clerks, and special-delivery messengers, in 1914. 
807 
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In the Life-saving Service, the benefits consist of two years’ pay if 
disability continues so long, and the same amount to dependents 
if the injury causes death. Protected employees in the postal 
service may receive full pay for one year, and half-pay for a sec- 
ond year, for injury; for death, a lump sum of $2,000 is allowed. 

The next step toward federal compensation legislation seems to 
have been a bill in 1904, applicable to employees in the navy yards 
and naval stations of the United States. Two bills of wider scope 
were introduced in the next (Fifty-ninth) Congress. and a dozen or 
more at the first session of the succeeding Congress. One of these 
became a law, and is known as the act of May 30, 1908. Its purpose, 
as declared by its proponent, is to afford protection to ‘‘ government 
employees engaged in hazardous occupations.”’ It included within 
its scope artisans and laborers in manufacturing establishments 
of the United States, in arsenals, navy yards, the construction of 
river and harbor and fortification work, in hazardous employment 
on construction work in the reclamation of arid lands or the manage- 
ment and control of the same, or in hazardous employment under 
the Isthmian Canal Commission. Numerous amendments have 
been proposed, with the net result that at present employment on 
the Isthmus is excluded from its provisions and employees in 
hazardous employment in the Bureau of Mines, the Forestry 
Service, and the Light-House Service are included. 

The law provides in brief for the payment of full wages during 
disability or as a death benefit to certain dependents of workmen 
dying from injury, the term of payment being limited to one year. 
It is administered in the Department of Labor. 

The act is a pioneer in the United States, being antedated in this 
field only by a very restricted and imperfect co-operative insurance 
scheme for certain classes of workmen, enacted by the legislature of 
Maryland in 1902, and declared unconstitutional after a brief experi- 
ence. However, the fact of its being a pioneer in this country 
cannot condone the numerous shortcomings of the act of 1908, since 
the experience of European countries was available to its draftsman 
but was very evidently not at all taken into consideration. 

Its defects relate both to substantive provisions and to admini- 
strative method. First may be noted its incompleteness in scope, 
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embracing as it did at its most inclusive period, prior to the elimina- 
tion of the Isthmian Canal employees, approximately 95,000 
persons. If to these be added those covered by the provisions made 
for the Life-saving and Postal services, it is yet the fact that not 
one-half of the civilian employees of the United States have a 
measure of protection in case of injury in course of employment. 
This leaves above one-half without redress at law in case of fatal 
or disabling injury; and in many cases these persons are exposed 
to identical hazards with those protected by the act, but because 
the establishment is not one of those enumerated they are excluded. 

But besides the exclusions based on enumeration, in some of 
the establishments or undertakings named in the act only those 
employees are cared for who are engaged in “‘hazardous employ- 
ment.” It is poor consolation to an injured person, or his depend- 
ents in case of death, to be told that the employment in which he 
was injured was non-hazardous, accidents in it being very unusual. 
Moreover the question is one of opinion in large degree, statistics 
of accident rates not being available in all cases. In any view the 
matter resolves itself into this, that a given occupation is hazardous, 
so that those engaged in it may properly expect provision to be 
made in their behalf; or the risk is comparatively slight, so that 
the cost of providing for the occasional injuries arising in it is not 
burdensome on the employer, while at the same time the needs 
of the injured individual are no less urgent than if he were one of a 
larger group. 

Another defect is in the inadequacy of relief in the case of serious 
or permanent disability or of death; while for minor injuries of 
sixteen or more days with complete recovery, the payment of full 
wages not only makes the amount of relief disproportionately large, 
but is also contrary to all compensation practice. Reasons of 
administration as well as equity argue against the payment of the 
same amount to an unemployed person as if he were employed, 
even though the employment is due to injury, unless in very excep- 
tional circumstances. A case is on record where, under this act, 
a workman earning more than $2,000 a year remained out of work 
for fifty-one weeks and drew $2,008 as compensation. It is not 
impossible that a man should recover after fifty-one weeks of 
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disability, but circumstances known to the administrators of the 
law, upon which they were however powerless to act, indicated that 
if he had been drawing compensation on the customary one-half 
or two-thirds basis he would have returned to work at least five 
months before he did, while during the period of his actual disability 
he would have received benefits on a compensation basis proper, and 
not on the basis of his exceptional earning capacity. But as no 
serious proposition for new legislation offers the 100 per cent basis 
for compensation, nothing further need be added on this point. 
Where disability is permanent or death ensues, the amount of one 
year’s wages is in most cases a mere pittance, and not worthy the 
name of compensation. 

In this connection may be noted a provision that a large majority 
of state laws contain, but which is not found in the federal statute, 
and that is one for medical and surgical aid at the expense of the 
employer. This is a well-certified economy, since prompt and 
thorough attention may easily shorten the term of disability, or 
save a member or even a life. The niggardliness of some of the 
state laws of the present year in this respect can hardly be excused, 
since the workman is all too prone to defer the securing of advice 
or to fail to continue to observe directions, in the hope of saving 
expense, the outcome being often the transformation of a slight 
into a serious injury, for which the employer or his insurer must 
ultimately pay. 

The federal statute grants no relief unless the disability extends 
beyond fifteen days; but if it does, full wages are paid from the 
beginning. This offers a premium for the delay of recovery after 
a disability of from ten to fourteen days; and without intentional 
dishonesty, it is the easiest possible matter for one to be sure that 
he will be much better able to return to work after a few more days 
for recuperation, when also he will receive full pay for all time Jost; 
while the earlier return will cut off all opportunity for compensa- 
tion. To shorten the waiting time, making no payment for it at 
any time, and to give medical aid to facilitate recovery and relieve 
the workman of this expense, would accord with current judgment 
and tend to better administration, in many cases making the com- 
pensation more adequate, and in all cases equalizing awards, in 
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view of the contemplated extension of benefits where disability 
is prolonged. 

There is no intention of suggesting a prevalent disposition to 
malinger, but it is the universal experience that a certain percentage 
of persons are to be found in all classes of society that require a 
stimulus for the resumption of physical activity after a period of 
unemployment from disability, the unwillingness sufficiently to 
exercise an arm recovering from fracture, for instance, being a fully 
recognized difficulty in the way of rapid and complete recovery. 
This leads to the consideration of an administrative provision that 
has appeared in a few state laws of recent enactment, and that has 
been urged by the present writer for a number of years; and that 
is as to the requirement that a claimant of social benefits, as one 
becomes in a distinct degree when receiving compensation pay- 
ments, should to a reasonable extent surrender the right of private 
judgment and accede to the opinion and advice of competent per- 
sons in matters pertaining to hygiene and surgery. Under the 
act of 1908, insanitary practices may be persisted in and surgical 
operations, however slight and however beneficial in prospect, may 
be refused, and compensation still be demanded as of right. A 
provision suspending payments during the continuance of such 
conduct is found in some state laws, and its propriety is indicated 
in a number of cases arising under both the state and the federal 
statutes. It is obvious that no fixed rule is possible; and where 
the question has been raised there has been an apparent conserva- 
tism, which accords with the liberal-construction theory applicable 
to remedial legislation in the recognition of individual rights, 
while holding also to the necessity for a broader view on occasion. 

The method of providing funds for the compensation payments 
contemplated by the act is for each establishment to pay from its 
appropriation for work the sums falling due on account of injuries 
accruing during the performance of that work. In some instances 
in which specific appropriations have been made, as for the repair 
of a launch, or other designated object, the result has been that an 
injury occurring early in the undertaking has absorbed such a 
large portion of the sum appropriated as to interfere seriously with 
the completion of the work. Shortly after the act came into effect 
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a conference of officials representing the departments interested 
developed the importance of putting the matter of funds on a basis 
of its own, so as to make the compensation payments independent 
of the wage fund. 

Another question of large importance relates to administration. 
The law of 1908 is exceedingly scanty in its provisions in this respect, 
and correspondingly inadequate, with unsatisfactory results in 
relation to the various departments and establishments affected 
and the office charged with the duty of administration. 

Other details might be pointed out and specific instances given 
showing the effect of the conditions indicated, but certainly enough 
has been said to show the need of new legislation by Congress, at 
the earliest opportunity, on this subject of such general interest 
and of special importance to the employees of the United States. 
The need of argument would seem to be negligible from one aspect, 
as nearly three years have elapsed since Congress empowered the 
President to provide a method of determining and adjusting claims 
arising out of personal injuries to employees on the Panama Canal 
and the Panama Railroad and prescribe a schedule of compensation 
therefor. As a consequence there is now in force for the workmen 
designated, not the crude and inadequate law to which artisans 
and laborers in federal employment in the states must look as their 
only redress, but a comprehensive order providing benefits practi- 
_ cally on a basis of 50 per cent of the wages during a term of eight 
years for permanent disability or death, and including also benefits 
for partial disability, medical services, a reduced waiting time, and 
other features of a type corresponding to the form of legislation 
current in the United States. 

As matters now stand, therefore, there are four forms of com- 
pensation laws of federal enactment or authorization, yet leaving 
practically three-fourths of the civilian employees of the govern- 
ment without either right of award of compensation or power to sue 
for damages in case of injury in employment. A new group of 
workmen exposed to pronounced hazard will also be brought to- 
gether in the railroad construction work in Alaska, to be under- 
taken under provision of the act of Congress of March 12, 1914, 
for the commencement of which Congress at its last session appro- 
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priated without making provision for the injuries that are bound 
to occur to the workmen. 

Let us compare briefly existing methods, noting how they vary 
in method and result. Certain Postal-Service employees receive 
one year’s full pay for disability, with half-pay for a second year, 
while in the Life-saving Service full pay may continue for two 
years. Death benefits in the first case are a fixed sum of $2,000, 
paid in a lump; while for the latter the amount is two years’ pay 
in quarterly instalments. One year’s pay for death or disability 
is the maximum under the law of 1908, paid as wages are paid; 
and in the Canal Zone, 50 per cent of the wages paid during eight 
years is the award. If any one of these methods is good and ade- 
quate, the others are bad and unjust to one or both parties. It 
is hardly too much to say that all but the presidential order applying 
to the Canal Zone violate every principle of approved compensa- 
tion legislation, while the rate in that is lower than the more 
advanced laws provide; so that it would seem to be pre-eminently 
a duty of Congress to determine as soon as may be what is a fair 
and equitable treatment for the employees of the United States 
in this regard, and to grant that treatment to all alike. If it be 
argued that diversity of circumstances warrants diversity of awards, 
the reply is that to take the wages or salary as a basis, within the 
customary minimum and maximum limits, secures a diversity that 
will correspond to existing economic conditions. All are demon- 
strably entitled to protection in some degree, and no better measure 
has yet been devised than that of the developed earning capacity 
of the workman for whose disability compensation is to be made. 

Space is not available, nor is it desirable in this place, to go 
into the details of the provisions of a suitable law. Bills represent- 
ing experience of administration and a wide and careful study of the 
many questions involved have been introduced in Congress, but 
have failed of enactment, rather from inertia and from press of other 
matters than on account of any apparent opposition, many if not 
all the departments interested having given their approval to the 
idea of a more inclusive and better-balanced law. One additional 
point is worthy of mention, however, and that is as to costs. Under 
existing systems, prior to the order covering the Canal Zone, 
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approximately $500,000 was being paid out, according to reports 
of the Bureau of Labor Statistics; and as these systems all provided 
for the payment of full wages in cases of disability, it is evident 
that payment on a percentage basis would reduce the amounts, 
while the fixing of maximum limits would effect a further reduction 
in cases of temporary disability, which are by far the greater number 
of all cases. Thus a bill proposing to pay two-thirds of the wages 
as compensation also fixed one hundred dollars as the maximum 
monthly earnings that should be considered. Under these provi- 
sions the largest sum payable an individual in one year would be 
$800, and while this is a fairly liberal compensation award, under 
the act of 1908, of the 2,818 cases in which compensation for injury 
was paid in 1910-11, there were 810 in which the annual earnings 
ranged from $900 to $2,500. It has been estimated that at least 
until the cumulative effects of continuing payments developed, the 
cost of a comprehensive, uniform law such as is here advocated 
would fall within the present expenditures of this nature. But 
the question of justice and equity is the controlling one, rather than 
that of cost. In the present situation it seems to be more largely 
a matter of fair and scientific adjustment than of amounts. 

A desirable law would merit and require a thorough and responsi- 
ble administration; and experience bespeaks in this connection the 
same conclusion that theory would suggest, and that is an independ- 
ent commission to give thorough attention, not only to relief, but 
to prevention as well, and to administer uniformly for all groups 
and classes a law that should foster good relations between 
employers and employed, securing for both the fullest protection 
possible against any tendency to overlook proper precautions as 
to health and safety, together with the earliest and most complete 
restoration attainable to a capacity for resumption of employment 
under conditions safeguarding the interests of both parties. 


INTERSTATE COMMERCE 


So far as results are concerned, the history of congressional 
legislation for the regulation of the redress of injuries to railroad 
employees is brief. Prior to the enactment of the liability act of 
1906, no federal provision had been made for determining the rights 
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of such redress, the subject being left to decision under the principles 
of common law or to control by the statutes of the state within 
which the injury might accrue. The idea was even maintained 
by some of the courts that the states alone were authorized to 
legislate in this field, the relations between employer and employee 
not being within the purview of congressional action, not being 
commerce in the sense of the provision of the Constitution under 
which action might be taken. The Supreme Court denied this 
contention, however,’ but held the act of 1906 unconstitutional 
because embracing intrastate matters, with which Congress had no 
power to deal. This decision was shortly followed by the act of 
1908, drawn with a particular view to overcoming the objections 
found by the Supreme Court to the act of 1906. The later act, 
with an amendment of 1910, establishes the liability of interstate 
railway employers for their negligence resulting in injury to their 
employees, abolishing the defense of fellow-service, and modifying 
the defenses of contributory negligence and assumption of risks, 
and stands as the sum of present achievement in its territory. 
The result is a decided advance over the previous situation, furnish- 
ing a uniform standard for all jurisdictions (though subject to 
considerable differences of interpretation, due to local variations 
in views and practice), and mitigating to a considerable degree the 
severity of the common law. In fact, its enactment at a time when 
the idea of compensation was just coming into prominence operated 
to check to some extent the growth of that idea, or at least its 
fruition as far as Congress was concerned. It was during the effort 
to secure this statute that a representative of one of the great 
organizations of railroad employees said to the writer: ‘‘Our people 
don’t know about this compensation idea, and are afraid of it. 
What we want is a good stiff liability law.” But this man on 
further information became a strong supporter of the new plan, 
though there are, or at least were a year or two ago, some who still 
object to any wide departure in legislation, saying that they had 
secured this law after many years of effort and did not wish to see 
it set aside, at least until it had had a fair trial. 


* Howard v. Ill. C. R. Co. (First Employers’ Liability Cases), 207 U.S. 463, 28 
Sup. Ct. 141. 
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The first bill looking toward the enactment of a compensation 
law for railroad employees was introduced by Hon. A. J. Sabath, 
of Illinois, in February, 1908, other bills being introduced by him 
in 1908, 1909, and 1910. Hearings were had in 1910, but no 
report or recommendation was made. However, provision was 
made by a House Joint Resolution of June 25, 1910, for the appoint- 
ment of a commission on the subject, a report being made by it 
in March, 1912. Valuable work was done by this commission, 
and a bill drawn by it, known as the Sutherland bill (Senate, 
No. 5283), was, with considerable modifications, passed by the 
Senate of the Sixty-second Congress. Further amendments were 
made in the House, and strenuous opposition developed, following 
out criticisms that had been made in the Senate. It passed the 
House, however, and an effort was made in the Senate to secure 
concurrence in the House amendments, the proponent of the bill 
moving their acceptance without conference; but though it had 
passed the Senate by a vote of 64 to 15, and the House by 218 to 81, 
it could not be brought to a vote in the closing hours of Congress, 
and so died. The amendments in the House, so far as they were 
not merely formal, went to the liberalization of the bill in the 
interests of the employees, but even this was not able to satisfy 
its antagonists in the upper body. 

An interesting history might be written of this series of events, 
embodying as it would an account of the briefs and statements of 
representatives of practically all the important railroad employees’ 
associations, the American Federation of Labor, the National 
Civic Federation, the American Association for Labor Legislation, 
the National Conference of Commissioners on Uniform State Laws, 
railroad companies, railroad attorneys, officials of states having 
compensation laws, etc. So unanimous was the opinion in favor 
of a compensation law that its principal industrial opponent at 
the hearings said at the opening of his remarks that “‘the most 
impressive feature of the discussion has been the almost undivided 
support given the theory of workmen’s compensation by those 
employers and employees that have appeared before legislative 
committee hearings.” Opposition on the floor of Congress was 
in large measure localized geographically, and petitions from labor 
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unions of the territory represented were brought in with the declara- 
tion that the entire attitude of the interested workmen of one state 
was changed in two days. During the discussion in the Senate and 
House, the principle, ‘Fear the Greeks bearing gifts.” was intro- 
duced and reiterated with emphasis, the argument being that if the 
railroads and their attorneys favored the act, it was doubtless inimi- 
cal to the interests of the workmen. Yet at the hearings the actual 
opposition from the industrial side seems to have been mainly if 
not entirely based on an extremely narrow view of the interests of 
an organization representing but a fraction, even if an important 
fraction, of those affected. Continuing his remarks, the same 
speaker who was quoted above as admitting the practical unanimity 
of sentiment in favor of the bill, said: 

There seem to have been but few to question its advisability or to present 
reasons why the abandonment of American ideas and the adoption of European 
practice may be detrimental, at least to those American workmen who have 
expended years in building up magnificent systems of compensation for death 
and disability arising from any cause, and in creating by constant agitation 
a public sentiment, which during recent years has resulted in greatly improved 
employers’ liability legislation, both State and National. 

The writer realizes that the great mass of working people in this country 
have not exhibited that degree of ability and determination necessary to 
protect themselves in proper manner, and that something should be done to 
help these helpless working people. What is said herein against the theory 
of workmen’s compensation does not apply to the millions who have proven 
themselves helpless, and who apparently must depend upon a paternal govern- 
ment for compensation for injuries arising out of modern industries. The 
sole purpose is to present the question from the standpoint of a railway 
employee in train service, who has found means of helping himself in matters 
of compensation for injuries arising out of his employment. 


The gist of the argument is therefore that we who have a well- 
filled treasury from which to care for our members in cases of acci- 
dent where suits appear to be unpromising, wish to be left with the 
privilege of doing so, suing where there is evidence of negligence; 
and in order that this may be done, we oppose legislation that is 
clearly desirable for the great body of workmen who, for whatever 
reason, are not so favorably situated as ourselves. That this is the 
result appears from the fact that the matter of organization and 
resources could hardly be called in to determine the basis of a 
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classification that would stand the test of the courts; and even if 
such a law could be enacted, the unwisdom of allowing a variety 
of remedies for the different classes of railroad employees is too 
apparent to need discussion. If class distinctions and class soli- 
darity are regrettable and un-American, there is at least no cause 
for regret on that score in an argument that can so easily turn aside 
the many needy for the supposed advantage of the few able. 

The chief point made against the bill on the floor of Congress 
seems to be that it proposed the overthrow of a time-tried and 
familiar system by one that was new and unknown. The principles 
and facts so abundantly presented in the report of the commission, 
the extensive experience of European countries, and the personality 
of the supporters on behalf of labor, were alike held to be uncon- 
vincing, and opposition was waged in the name of labor, which must 
retain its right to sue for damages, in order that its attorneys 
might ‘‘make the railroad companies twist and squirm.” The fact 
of the superior capacity of the companies to maintain a legal con- 
flict was disregarded, as also the great waste of funds that, under a 
properly devised compensation system, would in part at least go 
to the relief of the injured workmen and their families without the 
engendering of strife that so uniformly accompanies litigation. 

As little as one may approve the method and form of the opposi- 
tion, it must be conceded that the bill was in several respects open 
to improvement. It was compulsory in form, so that its adoption 
would have excluded suits in any case, which is a sound principle, 
since to enact a good law (and no other should be enacted), and 
then leave it to the option of the persons for whom it was enacted 
to choose whether or not they will use its provisions or those of a 
system that is condemned by the very fact that the new law has 
been enacted, does not commend itself as a method of govern- 
mental procedure. Nevertheless, such legislation should present 
adequate as well as certain relief; and while the bill as drawn com- 
pared fairly with the state legislation of its time, and even with a 
number of existing laws, the progress of the compensation idea has 
led to the liberalizing of awards, both as to amounts and periods. 
Fifty per cent of a deceased workmen’s wages for eight years, the 
monthly benefits not to exceed fifty dollars, children above the age 
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of sixteen years receiving nothing unless mentally or physically 
incapacitated for earning a livelihood, does not on the face of it 
compare favorably with judgments in damages in amounts ranging 
up to ten, twelve, or fifteen thousand dollars or even more. And it 
is easy to forget the relative infrequency of such verdicts, the large 
part that goes to the attorney as his contingent fee, and the long 
delay, so that much of what is won is spent in anticipation and at 
large discount. Moreover there is a majority of cases of injury 
(said by some authorities to be above 80 per cent) in which no 
recovery whatever is had under the doctrine of liability. 

But the need of more generous allowances cannot be gainsaid. 
For permanent disability the payment was to be for life, but with 
the same limits as to basis and rates. Approximately two-thirds 
of the wages (65 or 663 per cent) are paid in five states, in one by 
amendment after an experience of two years on a 50 per cent basis. 
By paying this amount until the death or remarriage of a widow or 
dependent widower, to children until the age of eighteen, and during 
the full term of disability, the charge of inadequacy would seem to 
be fairly overcome, at the same time, according to experience, not 
overburdening the industry. 

The Sutherland bill proposed its administration by adjusters 
to be appointed by the United States District Courts for each 
judicial district, with appeals to these courts, and process to be 
enforced by them. These provisions were sharply attacked as 
placing the whole subject in the hands of the federal courts and 
their agencies, to the exclusion of the state courts; and this too 
seems a natural and just objection. The removal of suits on 
grounds of diversity of citizenship has so long been a practice of 
railroad defendants that a general feeling of hostility to such pro- 
cedure has grown up, and not without reason. The creation of a 
Federal Commission of Compensation and the appointment by it 
of local referees for suitably arranged districts, with the right of 
appeal either to the Commission or to the state or federal courts, 
appears to offer a solution for the difficulties found in this aspect 
of the defeated bill of the Sixty-second Congress. 

The conditions prevailing throughout the Sixty-third Congress 
were not favorable to the consideration of a measure of this class, 
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though several bills were introduced. One of these was presented 
by Hon. Mr. Hamlin, of Missouri (H.R. 21,273), and embodies 
the points as to benefits and administration indicated above. It 
is elective in form, but is of such a nature as to encourage its 
acceptance, defenses being withdrawn in case of its non-acceptance 
by the employer, as is done in a large number of the states. How- 
ever, it is submitted that, as already expressed, a law of this class 
should really be a law and not a suggestion for acceptance or 
rejection at will. 

Such an act should also contain a provision permitting reason- 
ably anticipated increases of earning capacity to be taken into 
consideration in fixing awards to young workmen which are to run 
for long periods. Another change that, in the writer’s opinion, 
might properly be made is one that would limit benefits pay- 
able on account of the death of aged workmen to a period at 
least not extending beyond their life expectancy. This is suggested 
by striking cases developed under state laws, where it may be of 
more importance than under a law relating only to railroad employ- 
ments; but to give benefits running for eight years on account of 
the death of a workman seventy-eight or eighty years old, for 
instance, is to put a premium on his death, according to the expecta- 
tion of life at that age. 

Possibly other details will come into view in the consideration 
of the bill, but its provisions apparently incorporate the largest 
number of desirable provisions of any yet submitted to congressional 
consideration. 

An added word is due the functions of the administrative com- 
mission proposed by this bill, in view of its declared purpose to 
take over the work of the Interstate Commerce Commission in 
the matter of the reports of accidents on railroads. Since the 
Compensation Commission must receive these reports for the proper 
performance of its duties, and since the interest of the Interstate 
Commerce Commission in this subject is rather statistical than 
otherwise, this seems a proper and almost necessary provision, 
since a double system of reports would merely add to the burdens 
of the railroads without serving any good purpose. It would seem 
furthermore to be a logical step to transfer the enforcement of the 
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safety-appliance laws and the work of locomotive-boiler inspection 
to the new body, leaving the work of the Interstate Commerce 
Commission as it was originally planned, i.e., a supervision of 
financial matters and business operations rather than of equipment; 
while the compensation body, concerned with matters of safety and 
of accident prevention no less than with the proper compensation 
of accidents, would have a natural and strong interest in these sub- 
jects more or less alien to the real concerns of the Interstate body. 
Many of the state laws combine these functions in the manner here 
indicated. 

Such features of the law might require more extensive considera- 
tion; but with thirty-one states now having compensation laws, 
eight of which, besides Alaska and Hawaii, adopted this principle 
in 1915, the time would seem to be ripe for a step in this direction 
which Congress alone can take; unless, indeed, it should follow one 
suggestion and repeal the existing liability act, leaving the subject 
again to the states. The vast amount of litigation under the 
liability act of 1908, and the extensive recognition of the defense of 
assumed risks, apparently unexpected by the earlier supporters 
of the act, together with the comparatively slow process of deter- 
mining its scope and proper interpretation, all point to a probable 
readiness to part with this form of relief. That it should prove 
inadequate on test can cause no surprise, since this has been the 
case without exception with reference to liability laws in their 
application to modern industrial conditions; while no state or 
country has ever reverted to the liability system after having made 
trial of the principle of compensation. 

Momentous, therefore, as may be the questions of international 
import that may confront the approaching Congress, it may well 
be hoped that it will find opportunity and inclination to take up 
this question affecting the welfare of so large a body of workmen, 
and provide for them a more equitable and adequate remedy than 
they now have, at the same time affording a tremendous incentive 
to the standardizing of state legislation in this formative stage of 


the movement. 
LINDLEY D. CLARK 
WaAsHINGTON, D.C. 








WORKING HOURS OF WOMEN IN CHICAGO 


During the 1915 session of the Illinois legislature, an effort was 
made to amend the so-called “ten-hour”’ law which, enacted in 1909 
and amended in 1911, limits to ten hours a day the work of women 
employed in ‘‘any mechanical or mercantile establishment, or 
factory, or laundry, hotel or restaurant, or telegraph or telephone 
establishment or office thereof, or in any place of amusement, or 
by any express or transportation or public utility business, or by 
any common carrier or in any public institution, incorporated or 
unincorporated, in this state.’”’ By the proposed change the 
working day would have been limited to nine hours, and the working 
week to fifty hours, with specific exception permitting a fifty-four- 
hour week in mercantile establishments. Such a shortening of 
working hours would have been quite in conformity with the recent 
legislative policy of other states and with the practice of a con- 
siderable proportion of employers in the state of Illinois. Under 
the existing Illinois law, while the working day is limited to ten 
hours, there is no restriction of the number of hours per week, and 
women may, therefore, if the employers demand it, legally work 
seventy hours a week. In view of generally accepted standards 
for women’s employment such a possibility is of course an anachro- 
nism, especially unsatisfactory in Illinois, which ranks as the third 
manufacturing state in the Union. Thirty-two states and the 
District of Columbia now limit the working week to sixty hours or 
less; two have a sixty-three-hour week; four are in the same 
class with Illinois; and only nine have failed to enact legislation 
on the subject. Moreover, the ten-hour day is rapidly being 
reduced. An eight-hour day has been established in five states, 
Arizona, California, Colorado, Washington,and Wyoming, and in the 
District of Columbia. Six others,Oregon, Minnesota, Missouri, Ne- 
braska, New York, and Utah, have established nine-hour schedules. 
Idaho and Montana also have a nine-hour day, without further 
restriction of the number of hours per week. It is true that in few 
states are the limitations at present so general in scope as in Illinois; 
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but the desirability of amendments rendering the application of 
such laws more comprehensive has of late very generally been 
recognized, as is attested by the fact that legislation on this subject 
has been constantly in the making during the last few years. 
Since the amendment of the Illinois law in 1911, Arizona, Cali- 
fornia, Colorado, Connecticut, Delaware, District of Columbia, 
Idaho, Kentucky, Maryland, Massachusetts, Mississippi, Missouri, 
Montana, Nebraska, New Hampshire, New York, Ohio, Rhode 
Island, Tennessee, Texas, Vermont, Virginia, Wisconsin, and 
Wyoming have passed or amended laws restricting the hours of 
women’s work. 

Further legislation, then, would be appropriate in Illinois, if 
the example of other states may be taken as a standard. Indeed, 
the present law is more backward than general practice within the 
state. This conclusion seems justified by the results of an examina- 
tion’ into the records concerning the working hours of Chicago 
women in industry, which are to be found in the office of the state 
factory inspector. Such an examination was undertaken in order 
to discover what proportion of women employed in Chicago are 
working the full ten-hour day permitted by law, or longer; what 
proportion have already been granted shorter hours; and in which 
industries this change has taken place. 

The records in the office of the state factory inspector are 
apparently the only easily available source of information on the 
subject. These records are kept, not for statistical purposes, but 
simply to record inspections made in enforcing the ten-hour law and 
other labor laws. However, as a result of these “ten-hour law” 
inspections, certain facts about working hours are a matter of 
public record, and are perhaps the more reliable for this study 
because they were not collected expressly for it. 

In order that the figures may L> interpreted correctly, some 
explanation of the methods employed by the factory inspector’s 
office is necessary. Three schedules have been provided for use in 
recording the observations of the inspectors. Each of these is 
known by the name of the law for the enforcement of which it is 


* Made at the request of the president of the Chicago Women’s Trade Union 
League, for use before the committees on labor of the Illinois General Assembly. 
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especially designed: the ‘‘child-labor” card, the “health, safety, 
and comfort” card, and the “ten-hour” card. The “ten-hour” 
schedule calls for a great amount of information with regard to the 
employment of women, but these items are never completely 
covered. It is, indeed, frequently unnecessary to record replies 
to all the questions, because, if the inspector finds an establishment 
with good conditions and short hours, the name and address of the 
firm and “No” checked after the question ‘‘Overtime ?” disposes 
of the question of legality. In most cases, however, the number 
of women employed is recorded, and either the total number of 
hours per day or the time of beginning and ending work, with a 
statement as to the time allowed off during the day. 

The files of the factory inspector’s office were examined, then, 
and these facts were noted from all the cards filled out with sufficient 
accuracy and fulness to be significant. But, because of the omis- 
sions mentioned above, it is not claimed that the resulting figures 
picture the condition of the entire number of wage-earning women 
in Chicago. No official estimate of their number has been made 
since the Census of 1910, when there were 162,847" women in 


t Thirteenth Census of the United States, IV, 152-65: 
Women my Certarn Specrrrep Occupations in CHICAGO 


Manufacturing and mechanical.......................+2+ 71,38 
Transportation 

eis dad aes ai eednaneenewkaaiee 4,747 
Trades 

I, <p cddwecnesep eb kb dansesdboecdecnsanes 10,925 

IN Oe os ian ad aie gain wom cites eradek hmm 11,985 

CE tei ittatane dae sadvesndanddthekkeeeieccamnets 5,886 
Domestic and personal service 

Barbers, laundresses, and manicurists................... 1,789 

ES Si ee an OP 4,466 

IE, exnc conewehdulnkutioiedaacthdasnesaanée 780 

Sc tithe Gihhadidceket Rha eeerdeenebnnmenatane 3,049 

ee i AEE ac dec ee nema gummaeebe mame’ 3,319 

IL, < cacansnbscsccccscdnersesseee 186 
Clerical occupations 

Bookkeepers, cashiers, and accountants................. 9,977 

EE SS eee Ie ee 11,072 
Messenger, bundle, and office girls...................-4... 717 
Is 6.65 0 oc tewscexascsecescccoses 21,669 

NC bined tices ceae ha celin-an asbenenled andi k acaadias acl 162,847 


This classification omits professional workers, domestic servants, etc., which are 
not taken account of in the present investigation. Clerical workers and stenographers 
are included because, although relatively very few are included in this study, they 


are represented. 
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Chicago engaged in occupations corresponding to those now 
included in the factory inspector’s records. Since the enumeration 
of 1910 the female population of Chicago seems to have increased 
from 1,059,519 to 1,191,785," or 12.4 per cent; and as the relative 
increase in gainfully employed women has undoubtedly been 
greater, there are probably more than 183,040 women concerned. 
It is believed, however, that the figures obtained are representa- 
tive of the whole group. If not, it is probable that they present 
an overstatement rather than an understatement of the hours 
actually demanded of the workers by employers. For, since the 
factory inspector must keep the most careful record of firms 
requiring long hours, if all the firms could have been included whose 
records are not kept fully, the proportion of firms having shorter 
hours would undoubtedly be increased. It must also be noted 
that the latest complete records were for the last half of 1913 
and the first half of 1914, and are thus over a year old. The 
inspectors say that during the last year they have found very few 
cases of overtime work, and that now they have practically none 
of the difficulty in enforcing the ten-hour law which was experienced 
in former years. This indicates that conditions have improved 
during the past year and that now, in 1915, even shorter hours 
prevail than are shown by these earlier figures. 

The figures have been grouped to show, first, what percentage 
of employers would be affected by the enforcement of a nine-hour 
day for women, and secondly, what proportion of women workers 
would have their day shortened. 

Table I shows the facts recorded with reference to 3,049 estab- 
lishments. These facts concerning the establishments are less 
interesting than the same facts with reference to the employees 
which appear in Table II. Both have been given, however, for 
purposes of comparison. Any marked difference between the 
percentages for the employers and for the employees answers the 
question whether the large or the small concerns require longer 
hours in a given industry. 

Table II shows that over 100,000 employees are occupied in 
these establishments, and that 49.3 per cent of them work over 
* Chicago School Census, May, 1914. 
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nine hours,’ as contrasted with 41.6 per cent for the establish- 
ments. This difference indicates that long hours are required 


TABLE I 


Hours or EMPLOYMENT IN 3,049 CHICAGO ESTABLISHMENTS EMPLOYING FIVE or 
More WoMEN, 1913-14 

















PERCENTAGE Havinc a WorKING Day: 
NuMBER 
INDUSTRIES or Estas- a 
aeeeemeaeea a. 9 Hours 9 ore Total 
NE 2 ca wda nian edewsnon 3,049 33.0 25.4 41.6 100.0 
Total wearing apparel manufac- 
ab ab aceeekeeeeee 1,069 20.8 38.0 41.2 100.0 
NN ig. t a5 mame ee sae es 854 18.2 | 38.5 | 43-3 100.0 
Ra aiad ae en oni aneenal 112 23.2 43-7 | 33-2 100.0 
SR ren rere! 25 72.0 20.0 8.0 100.0 
Serer II 18.2 | 9.1 72.7 100.0 
Other wearing apparel........ 67 31.4 32.8 35.8 100.0 
Total other manufacturers. ...... 605 40.3 23.8 35-9 100.0 
Machines, cars, etc........... 49 61.3 20.4 | 18.3 100.0 
Tools, utensils, etc...........- 81 54.3 17.3 28.4 100.0 
Electrical apparatus.......... 29 45.0 34-5 20.5 100.0 
Prmmitues, Weed. ..... 2.2.2... 40° 32.5 40.0 27.5 100.0 
Household furnishings. ........ 32 25.0 21.8 53.2 100.0 
Paper bomes...........+.-++: 37 16.2 35.1 48.7 100.0 
j RS Ocal aw ava a acetal wiery 23 47.9 13-0 | 39.1 100.0 
ee anes amine oe sae 33 33-3 15.1 51.6 100.0 
Peres 49 30.6 | 14.3 55-1 100.0 
DAtecOMAMOOUS. ........ 202.000 232 40.1 25.4 34-5 100.0 
Total office employees........... 127 84.3 11.7 4.0 100.0 
DE oc ba esdccdcacmneas 104 87.5 7.7 4.8 100.0 
ok aia no aa dkanien 23 69.6 30.4 0.0 100.0 
Total printing and publishing. .. . 208 66.0 21.1 12.9 100.0 
Cera 78 a. 9 29.5 12.8 100.0 
Ee re 38 92.1 7.9 0.0 100.0 
Bookbinding and publishing... . 39 66.7 25.6 7.7 100.0 
Engraving and lithographing. . . 53 58.4 15.1 26.4 100.0 
Total hotels, restaurants, etc. .... 344 14.5 13.3 72.2 100.0 
RA Rie tie ieee ee 33 21.2 21.2 57.6 100.0 
i a tirw Kien es 58645 232 11.6 10.3 78.1 100.0 
Bakeries and delicatessen. ..... 54 22.3 25.9 51.8 100.0 
“Hotels and restaurants,” etc. . 25 16.0 4.0 80.0 100.0 
Total mercantile establishments...| 416 49.4 18.4 32.2 100.0 
Department stores,* clothing, 5- 
REE LOE 155 16.1 21.9 62.0 100.0 
Other mercantile............. 261 69.0 16.5 14.5 100.0 
Total other occupations......... 280 14.2 14.8 71.0 100.0 
I atin) ia. 6) ainleua 8 edi 172 0.0 4.1 95-9 100.0 
IR nos 59-5 5 oad cease 19 15.8 21.0 63.2 100.0 
Ser rere 89 41.6 34.8 23.6 100.0 




















" * This does not include the large State Street department stores, because the records of their em 


ployees were very vague. 


t The nine-nour-day classification in Tables I and II includes also those few firms 
having a 9}-hour day. 

















WORKING HOURS OF WOMEN IN CHICAGO 


by more employers in the larger establishments than in those 
A more detailed study of the hours of 


employing fewer women. 


TABLE II 


Hours OF EMPLOYMENT OF 101,643 CHICAGO WOMEN IN INDUSTRY, 1913-14 
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PERCENTAGE Havinc A Workinc Day: 








: NUMBER OF 
aoa EMPLOYEES! Under H Over 
9 Hours | 9 *°¥TS | 9 Hours Total 
Eee 101,643 23.2 27.5 49.3 100.0 
Total wearing apparel manufac- 

PE i isvccintceamchored 39,495 14.2 28.7 57.1 100.0 
IES 66,6. 60 0las ceouacdean 32,049 12.2 27.5 60.3 100.0 
Rha Ag ears ev eccnk mace 2,503 13.9 45.3 40.8 100.0 
IIE 6 50:61 5:8 Saracen aiscs 1,324 90.5 8.6 0.9 100.0 
Rs erer er 1,296 1.1 19.1 79.8 100.0 
Other wearing apparel........| 2,323 8.8 42.7 48.5 100.0 

Total other manufacturers. ..... 25,687 18.1 37.1 44.8 100.0 
Machines, cars, etc.......... 1,884 45.0 37.7 27.3 100.0 
Tools, utensils, etc........... 2,095 25.1 32.7 42.2 100.0 
Electrical apparatus......... 4,142 5-5 90.7 3-9 100.0 
Furniture, wood............. 1,937 13.2 70.1 16.7 100.¢ 
Household furnishings....... . 1,065 9.4 17.3 73-3 100.0 
SS errr 2,360 7.7 30.7 61.6 100.0 
Bai areas hdlinis eause aa 1,165 9.9 2.1 88.0 100.0 
le erticcac ce ancceww acece oot 2,588 7.1 10.2 82.7 100.0 
Food products.............. 2,395 12.9 11.5 75.6 100.0 
Miscellaneous............... 6,056 31.6 31.7 36.7 100.0 

Total office employees.......... 5,380 81.6 13.1 5.3 100.0 

Eas fos ad awrcwase 2,059 82.4 3.8 13.8 100.0 

TTT OTe 3,321 81.1 18.9 0.0 100.0 

Total printing and publishing...| 5,777 55.7 29.1 15.2 100.0 
Bh ll RRS REE RS Soe 1,686 38.9 51.4 9-7 100.0 
ET Orne 945 95-7 4-3 0.0 100.0 
Bookbinding and publishing...| 1,744 60.4 36.6 3.0 100.0 
Engraving and lithographing..| 1,402 42.8 9-9 |; 47.3 100.0 

Total hotels, restaurants, etc....| 8,665 12.1 24.5 63.4 100.0 
En cea tes adepes ssa 1,481 9.1 6.1 84.8 100.0 
Restaurants................ 2,329 19.3 II.9 68.8 100.0 
Bakeries and delicatessen. . . . . 3,721 8.6 46.8 44.6 100.0 
“Hotels and restaurants,” etc. 1,134 12.3 0.5 87.2 100.0 

Total mercantile establishments.| 8,244 44.0 18.9 37.1 100.0 
Department stores, clothing, 5- 

SS re 3,760 14.1 22.8 63.1 100.0 

Other mercantile............ 4,484 69.1 15.6 15.3 100.0 

Total other occupations........ 8,395 11.5 12.9 75.6 100.0 
Rarer 5,393 0.0 4 90.7 100.0 
er rer erry 1,172 7.0 30.0 63.0 100.0 
Miscellaneous............... 1,830 48.5 30.7 20.8 100.0 




















work without regard to industry, as summarized in Table III, 
shows that more women are working on a nine-hour basis than on 
Twenty-eight thousand women appear in this group, 


any other. 
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or three thousand more than in the ten-hour classification, which 
is the next largest group. Only about 26 per cent, alike of estab- 
lishments and of employees, are at present working on a ten-hour- 
day schedule. These facts are probably surprising to those 
employers who suppose that all industry is now running ten hours a 
day and that a serious disturbance would result from a nine-hour 
limitation. 


TABLE III 


ESTABLISHMENTS AND EMPLOYEES IN ALL CuiIcaGo INDUSTRIES FOR WHICH Data 
WERE AVAILABLE, CLASSIFIED ACCORDING TO THE LENGTH OF THE 
Worxkinc Day 








vm 


| EsTABLISHMENTS EMPLOYEES 














Lencts oF Workinc Day | } 
Number Percentage | Number Percentage 

RN Ss oi orca b baadan es 12 0.4 167 0.2 
74 and under 8 hours.............. | 92 3.0 1,507 ts 
8 and under 8} hours.............. 472 15.5 8,923 8.8 
83 and under 9 hours.............. | 429 14.1 12,988 12.8 
9 and under 94 hours.............. | 774 25.4 28,007 27.7 
of and under ro hours............ | 453 14.9 23,577 23.1 
a aca ert a. ilar ast rid eR } 776 =| 25.4 25,140 24.6 
MINIS secre cddccinhecnea 4 | 2.3 1,334 1.3 

NN og 3k Wats we alkerinsnank cule | 3,049 100.0 101,643 100.0 











Some interesting differences between industries appear from an 
examination of the figures as classified in Tables I and II. The 
results for the clothing manufacture are the most interesting 
because Chicago is a great center for the clothing industry and 
has more women employed in this than in any other industry. Of 
the 32,049 women employed in the manufacture of clothing, 60.3 
per cent work over nine hours, 27.5 per cent nine hours, and 12.2 
per cent under nine hours. The difference between the per- 
centages for employees and the percentages for the establishments 
in this industry shows that in this case long hours prevail especially 
in the large establishments. Other manufacturing industries 
showing long hours are shoes, paper boxes, cigars, candy, and 
food products, but, on the whole, the hours required in the clothing 
manufacturing establishments are above the average. 
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The result for office employees is quite different, and is espe- 
cially significant because the evidence includes only those office 
employees in firms coming under the factory inspector’s observa- 
tion, taking no account of the great majority of office employees 
in the city whose hours of labor bear no relation to the hours pre- 
vailing in other occupations. Only 4.0 per cent of these firms would 
be affected by the passage of a nine-hour bill, and 84.3 per cent 
already have a working day of less than nine hours. The printing 
and publishing trades also show a large percentage of workers now 
having a nine-hour day or less, owing probably to the eight-and-a- 
half-hour day set by the printers’ union. 

The only concerns showing an almost invariable ten-hour day 
are the laundries, with 96.7 per cent of their women working over 
nine hours. Next to these are the hotels, restaurants, and bakeries. 
In this group 72.2 per cent of the establishments and 63.4 per cent 
of the employees work over nine hours. Bakeries, however, show 
shorter hours than the other occupations included in this group, 
only 44.6 per cent of the employees and 51.8 per cent of the 
establishments having a working day of over nine hours. 

Taking all the mercantile establishments together, it appears 
that 32.2 per cent would be affected by a nine-hour law. The 
figures for these businesses are much more illuminating, however, 
when subdivided. When the department, clothing, and five- 
and ten-cent stores are grouped together, 63.1 per cent of the 
employees are shown to be working over nine hours a day. For 
all stores outside this classification, only 15.3 per cent work over 
nine hours, and 69.0 per cent work less than nine hours. This raises 
a question as to the inherent difference between department stores 
and other stores that makes necessary so much longer working 
hours in the one than in the other in order to make business pay. 
In so far as it is merely competition among themselves that keeps 
these stores open, a law shortening the hours of all alike should 
cause no difficulty. 

For the other individual industries considerable material was 
available, but not enough to make really significant percentages. 
Yet even if the figures are not conclusive with regard to every 
industry, there is something compelling in the total. No one 
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knows or can know exactly how many women in Chicago go to 
work every morning, or where they work, or when they punch 
the time clock, but the data concerning over 100,000 of these women 
are summarized and presented in Table IV. This table shows 
that of the women employees in Chicago whose hours of work are 
reported, one half would be directly benefited by a restriction of 
their working hours to nine per day, and the other half would 
thereby have their present favorable hours legally secured. It 
also shows that, although practically all of the employers’ associa- 
tions opposed the enactment of the nine-hour law, over half of 
the employers represented by this evidence are already living up to 
its requirements. 


IRENE J. GRAHAM 
BurFrAaLo, N.Y. 


NOTES 


WASHINGTON NOTES 
THE ANGLO-FRENCH LOAN 


On September tro, there arrived in New York a special commission 
delegated by the British and French governments jointly, charged 
with the duty of making some adjustment of international exchange 
relationships between the United States and the allied countries. The 
situation which has produced this visit is practically unprecedented, 
almost the only parallel to it being found in the experience of last autumn, 
when, at the request of the United States, two special representatives 
were sent by the British treasury to consider with American authorities 
ways and means whereby American debtors could settle the amount of 
their obligations in London. The situation is now, however, reversed, 
since the difficulty currently experienced is that of settling foreign 
indebtedness in the United States. Moreover, the condition of last 
autumn differs from the present case in that whereas a year ago American 
indebtedness was “‘floating,’’ and was manifestly capable of settlement 
within a relatively short time, it is now clearly recognized that the indebt- 
edness of foreign countries to the United States cannot be paid off for a 
considerable time to come; and whatever arrangements are to be made 
must be perfected with that fact in mind. The present situation can be 
best understood by a brief retrospect of the financial history of the war to 
date. From our standpoint, this history may be divided into three 
phases: 

1. From the outbreak of the war until about February, 1915, during 
which time the purchases of foreign nations in this country were being 
paid for by the cancellation of the floating indebtedness on current 
accounts which had existed at the beginning of the struggle, and which 
had then caused such serious apprehension in the minds of American 
merchants. 

2. From February, 1915, to about the middle of June or the beginning 
of July following, during which time a very large volume of American 
securities, bonds, stocks, and notes were sent back to the United States 
and disposed of, thereby making exchange for the settlement of our 
surplus of exports over imports. It is impossible to say with any accu- 
racy exactly how great a volume of securities was thus returned to us. 

832 
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The indebtedness on current accounts used to liquidate debts during the 
late autumn and early winter of 1914~—15 was estimated, upon the basis 
of very good evidence, between $400,000,000 and $500,000,000. As the 
trade balance for the fiscal year ending July 1, 1915, was in the neigh- 
borhood of one thousand million dollars, more or less, this would indicate 
that the amount of securities returned may have been from $500,000,000 
to $600,000,000, and this figure is roughly corroborated by estimates 
made on the basis of other data. 

3- The third period of the war, beginning in June, 1915, and now in 
progress, is characterized by an effort on the part of foreign countries to 
induce the United States to allow them to pay for their purchases here 
on a basis of credit. Several small loans have already been floated in 
the United States with fair success; but the direct obligations of foreign 
governments have not been generally accepted. Meantime, the surplus 
of indebtedness to the United States has been increasing rapidly, while 
imports to the United States have continued relatively very small. The 
result of these factors has been that the rate of exchange on London and 
other foreign capitals has reached unprecedentedly low figures, sterling at 
one time being worth only about $4.50 in New York, as against a normal 
figure of $4.866. Quotations of exchange on such countries as Italy 
and Russia have at times been unobtainable. This state of things simply 
means that foreign countries have of late been sending so little to the 
United States, as compared with what they have been taking, that their 
supply of exchange has been wholly inadequate. It has been apparent 
that this situation could not last long, and that there were only two 
practicable ways out of it: to provide means for settling indebtedness 
through an adequate loan obtained in the United States, or to curtail 
purchases in the United States, and thereby enable exports from Europe 
to pay for imports from the United States, at least in a larger degree 
than heretofore. The former method is, of course, the one most accept- 
able, both to those who want our goods and to American exporters, and 
hence the visit of the English-French Commission, whose function it is to 
arrange with American financiers such plans for the adjustment of 
international indebtedness as will furnish a supply of exchange and 
thereby enable purchasers abroad for some time to come to obtain in the 
open market means of liquidating their purchases without being subject 
to abnormal losses on account of unfavorable quotations of exchange. 

In brief, the problem of the United States and the rest of the world is 
to bring about an adjustment whereby this country shall give credit 
for such periods as may be necessary to the would-be buyers of its goods 
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who are unable to pay economically in an ordinary way. Europe, it is 
true, still has very large supplies of gold, whose shipment the authorities 
there, however, have restricted; and there are still very large quantities 
of American securities in the hands of European investors. But pay- 
ment in gold would seriously weaken, and might ultimately exhaust, 
the bank reserves of the purchasing countries; and payment in American 
securities grows more and more difficult as time passes, because of the fact 
that in order to get more of the holdings of investors it is necessary 
to offer the holders some definite inducement to part with them. To 
supply this inducement various measures have been suggested, among 
them the levy of a special income tax upon dividends and interest drawn 
from foreign (i.e., American) investments. It remains to be seen 
whether, as one element in the mode of payment proposed by the English- 
French Commission, such a use of the taxing power will be attempted 
in order to force the securities in question out of strong boxes and into 
the hands of the borrowing governments. Even if a temporary adjust- 
ment on the basis of gold and American securities should be effected, it is 
tolerably plain that the long continuance of the war will finally bring 
American investors and exporters to the point where they must decide 
whether or not they are willing to finance the shipments of this country 
abroad, or, as an alternative, consent to the loss of business. 


DEVELOPMENT OF INTERNATIONAL FINANCE 


The international financial situation presents to our investors and 
bankers the possibility of assuming a place in the financial markets of 
the world such as has never before been occupied by American interests. 
As the war has progressed, it has become plain, not only that the special 
war orders placed in the United States were asking for the attention of 
our financiers, but that, in addition, a great deal of trade with neutral 
countries, formerly financed in Europe, was now tending to drift in this 
direction. The question has been whether American bankers would be 
able to provide capital for the various enterprises thus offered to them, 
and if so, whether they would feel able and have the initiative necessary 
to embark upon the new branches of business. It has been plain for 
some time past that if the United States could relieve Great Britain in 
part of the burden of accepting foreign bills of exchange it would to that 
extent relieve English resources and render them available for such 
domestic uses as the conditions of the country might require. Such a 
policy has been recognized as one that would make the increased com- 
mitments of the United States rest almost entirely upon ordinary com- 
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mercial business. It would, at the same time, tend to give the United 
States a better chance than it could otherwise have obtained to hold this 
business after the war is over; and would also tend to furnish a better 
opportunity than could have been secured, apart from the war, in finan- 
cing international commerce. The question now raised is how far the 
bankers and financiers of the country will be able to take advantage of 
this opening, and how far they will succeed in actually placing this busi- 
ness of financing international operations upon a permanent footing. 
Recognizing the value of the prospect, and believing that an unusual 
opportunity has been afforded to Americans in this connection, the 
Federal Reserve Board has taken occasion to widen its provisions for the 
making of bankers’ acceptances by issuing as a new circular (Circular 18) 
a revised draft of the regulations with reference to bankers’ acceptances 
issued some six months ago. In the revised regulation, provision is 
made whereby bankers’ acceptances may practically be renewed, thereby 
giving them a much longer life, and under which they need not be so 
exclusively documentary as was required under the preceding plan. 
This necessarily opens to American bankers a very much larger field 
of international banking enterprise than has been available under any 
preceding system. It will also enable federal reserve banks to use their 
resources much more freely in facilitating trade movements to other 


countries. Describing the action thus taken, the Federal Reserve Board 
in an announcement to the public on September 1o said: 


The main feature of the new “Acceptance Regulation” prepared by the 
Board is seen in the fact that under subsection (c) of Section IV of the Regula- 
tion, the power of renewal under specified conditions is granted. This broaden- 
ing of the conditions upon which acceptances are based is intended to comply 
with existing mercantile customs, and to permit the development of the business 
more freely than at present, particularly through the use of drafts drawn in 
American currency. These matters have been under consideration by the 
Board for nearly or quite two months, and the complete draft has been effected 
in pursuance of the Board’s general policy, announced when the subject was 
first taken in hand, of broadening the conditions attendant upon the use of the 
acceptance, when circumstances permit, as justified by experience. 

It has been the aim of the Board to do everything in its power to create 
for the American acceptance, that is, dollar exchange, a dominating position in 
the world-market. Present conditions offer in this respect a great opportunity. 
In widening somewhat the facilities of federal reserve banks in dealing with 
American bankers’ acceptances, the Board is attempting to give the member 
banks a larger opportunity for developing their sphere of usefulness in this 
respect. 
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The United States should do now what Europe has done for many genera- 
tions for the United States; that is to say, the bank facilities of the United 
States should be used for the carrying of import and export transactions for 
foreign countries just as much as Europe up to now carried by its acceptances 
the import and export transactions of the United States. 


Experience during the present autumn, in view of the enormous and 
unprecedented export trade in which the United States is now engaged, 
will undoubtedly furnish a better test than could have been had under 
any other circumstances for some years to come of the ability of the 
acceptance system to gain a definite footing and to provide resources 
adequate to care for the foreign shipments of the nation. 


MOVEMENT OF AMERICAN EXPORTS 


The American exports which are most seriously endangered by reason 
of the exchange situation and the general disturbance of foreign trade are, 
of course, the so-called ‘‘staple”’ goods, upon which we usually rely as a 
basis for the creation of foreign bills. Conspicuous among these is 
cotton, whose exportation has now been subjected to unusual difficulties 
as a result of the policy of the Allies. 

The consequence of this danger has been the adoption of special 
means for financing cotton, paralleling in a certain sense those of a year 
ago, when, as will be remembered, a special cotton fund was planned to 
meet the requirements of planters. At that time, shipment of cotton 
abroad was practically impossible for several weeks because of the inter- 
ruption to traffic which had been brought about by the operations of 
the German fleet. As a result, the unusually large crop, amounting to 
between seventeen million and eighteen million bales, could not be sold in 
anything like its usual amount, but had to be carried by the planters or 
merchants, the result being that in some cases cotton did not realize to its 
producers more than five cents per pound. Under the general direction 
of the Federal Reserve Board, a so-called Cotton Loan Fund of $135,- 
000,000 was established; but before it had been made fully operative 
the movement of cotton abroad had again begun in consequence of the 
opening of the Atlantic to neutral trade. Cotton was permitted by the 
Allies to be exported to belligerent countries either directly or indirectly, 
and in this way the congestion in the United States was gradually 
relieved. Although this season there is a very great reduction in acreage, 
probably cutting the forthcoming crop by about one-third of last year’s 
output, and making it, according to the best estimates, less than twelve 
million bales, the increasingly hostile action of the Allies with respect 
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to cotton, which terminated in the latter part of August in a declaration 
definitely placing it on the contraband list, has now made exportation 
to the Teutonic countries out of the question. At the same time, the 
unfavorable condition of affairs in the international exchange market has 
hampered the movement of cotton even to countries whose purchases are 
not interfered with as a result of the war. Thus, for example, exchange 
on Italy is now so unfavorable as to inflict a severe loss on the cotton- 
producer, inasmuch as the price of his commodity in Italy is quoted in 
Italian money, and remittances to him must be converted into American 
money at an unfavorable rate of exchange, which transfers the loss to him. 
The situation is such as to throw upon the banks of the United States 
the necessity of financing the cotton crop this year practically unaided, 
and without the customary assistance derived from foreign banks 
through the sale to them of cotton bills. At the same time, the fact that 
cotton is now officially contraband will necessitate the carrying of a con- 
siderable part of the crop for some months longer than usual, because 
more time than is ordinarily required will be necessary to dispose of this 
year’s output of, say, twelve million bales, and the surplus of, say, three 
or four million bales remaining over from last year. In order to assist 
in dealing with the situation, the Federal Reserve Board has issued a 
circular and regulation (Circular 17) making provision for special low 
rates on commodity paper—that is to say, paper secured by warehouse 
receipts, evidencing the storage of a non-perishable commodity. The 
Secretary of the Treasury has made the first deposit thus far provided 
for in federal reserve banks, placing $5,000,000 gold with each of the 
reserve banks of Richmond, Atlanta, and Dallas, Texas. In an effort 
to convey the benefits arising from the use of this money to actual pro- 
ducers, the regulations relating to the subject are issued by the Board 
(Regulation P) prescribing that paper offered for rediscount shall not be 
eligible in that connection if it bears a rate higher than 6 per cent; while 
the rate of rediscount on such paper has been generally established by 
the reserve banks thereby affected at 3 per cent. The difference of 
3 per cent constitutes the return to the member bank for its labor in 
passing upon and presenting loans to the federal reserve institutions, 
and for the risk incurred in guaranteeing the paper at the time of discount. 

While it is certain that practically all of the financing of cotton that is 
done this year will have to be done in the United States, it is equally 
clear that with export conditions as they stand various other com- 
modities will probably have to be dealt with in the same way. Only 
experience will show how far the country can go in thus financing itself. 
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THE COMMODITY CLAUSE DECISION 


The Supreme Court of the United States has handed down a decision 
in the so-called Commodity Clause case affecting the Delaware, Lacka- 
wanna & Western Railroad Co. and its affiliated coal concerns. This 
apparently brings one main phase of the litigation in question to a con- 
clusion. (No. 517, October term, 1914; U.S. Appellant v. D.L. & W. Ry. 
Co., and D.L.& W.Coal Co.) The case is of special interest because of 
the conflicting decisions that have heretofore been rendered with refer- 
ence to the working of the so-called Commodity Clause of the Interstate 
Commerce act, under which it was made unlawful for a railroad company 
to carry on any business not connected with transportation. The act of 
1906 made it unlawful for carriers to haul their own coal beyond the 
limits of the state in which they were located; and, desiring to continue 
the business of mining and transporting coal, the Delaware, Lackawanna 
& Western Railroad Co. adopted a plan under which it was to make 
sale and divest itself of title to the coal, at the mouth of the mines, before 
transportation began. Accordingly it caused to be incorporated, under 
the laws of New Jersey, the Delaware, Lackawanna & Western Coal Co., 
with a capital stock of $6,800,000, divided into shares of $50 each. The 
railroad company then invited its own stockholders to subscribe to the 
capital stock of the coal company at the rate of one share of the latter 
for each four shares of the former. Ninety-nine per cent of these stock- 
holders did, as was expected, subscribe for the stock of the coal company 
—their subscriptions being paid for in full out of a cash dividend of 
$13,600,000 previously declared by the railroad company. The new 
corporation was then organized by electing the vice-president of the 
railroad company as president of the coal company. Other officers and 
directors of the coal company were also officers and directors of the rail- 
road company. As soon as the organization was completed the rail- 
road company prepared and submitted to the coal company a contract by 
which the railroad company, reserving what it needed for its railway loco- 
motives, “‘agreed to sell and the coal company agreed to buy, f.o.b., 
the mines, all coal which, during the term of the contract, the railroad 
company should produce from its own mines or purchase from anyone 
else.” The price for prepared sizes—the more important commercial 
coal—was fixed at 65 per cent of the price in New York on the day of 
delivery at the mines. The railroad company also leased to the coal 
company all its trestles, docks, and shipping facilities. The contract— 
thus prepared by the railroad company—was then signed by both cor- 
porations and, on August 2, 1909, the coal company took possession of 
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the leased property; those who had been agents of the railroad in its 
sales department became agents of the coal company in its sales depart- 
ment, and the two corporations, with managing officers in common, also 
had offices in common in the city of New York. 

Thereafter the railroad company continued its mining business, 
annually producing about 7,000,000 tons and purchasing about 1,500,000 
tons from operators whose mines were located on its railway. After 
retaining what was needed for use on its railway engines, it sold the 
balance, aggregating about 7,000,000 tons, to the coal company at the 
contract prices, f.o.b. the mines. The coal thus sold by the railroad 
company was then transported by the railroad company to destination, 
where it was delivered to the coal company, which paid the regular tariff 
freight rate and the contract prices on the 2oth of each month. This 
course of dealing continued until February, 1913, when the government ~ 
filed a petition against both corporations, alleging that the two were 
practically one, and attacking the validity of the contract. 

This particular case was appealed from the District Court of the 
United States for the District of New Jersey, where the decision had 
gone against the contention of the United States that such an arrange- 
ment as has thus been set forth was out of harmony with the provisions 
of the law. The decision of the District Court was based upon the view 
that the essential object of the Commodity Clause was to prevent rail- 
roads from occupying the dual and inconsistent position of public 
carriers and private shippers, and that it must be broadly interpreted 
in its application to the operations of the company with a view to finding 
out whether given practices are or are not inconsistent with the attain- 
ment of such an object. The same fundamentals are recognized in the 
opinion of the court of last resort. Without going into technical analysis 
of the legal aspects of the contract between the railroad and the coal 
company, it is worth while to note in general terms the inevitable position 
in which it places the two parties to it. As even a cursory examination 
of its terms shows, it (1) provides for the sale of coal before transportation 
begins, while (2) its chief obligations are coupled with onerous and 
unusual provisions which make it difficult to determine the exact char- 
acter of the agreement. Nevertheless there is but one choice of alterna- 
tives under its terms. If the coal company amounted to a sales agency, 
the transportation was illegal because the railroad company could not 
haul coal which it was to sell in its own name or through an agent. If the 
contract was in restraint of trade, it was void because in violation of 
the Sherman Anti-trust law. The validity of the contract according 
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to the court cannot be determined by consideration of the single fact that 
it did provide for a sale. It must be considered as a whole and in the 
light of the fact that the sale at the mine was but one link in the business 
of a railroad engaged in buying, mining, selling, and transporting coal. 

The court further finds that the provision in the contract whereby 
the railroad was able to dictate to whom the coal should be sold, even 
at unprofitable prices, was also objectionable from the standpoint of the 
law, while various other elements contained in it practically made it an 
instrument of monopoly. The contract, therefore, violated, not only the 
Commodity Clause of the Interstate Commerce act, but also the Sherman 
Anti-trust law in the consequent conclusion. Particularly in its applica- 
tion to the railroad business, the decision makes clear that such a com- 
pany, if it continues in the business of mining, must absolutely dissociate 
’ itself from the coal before the transportation begins. It cannot retain 
the title nor can it sell through an agent. It cannot call that agent a 
buyer while so hampering and restricting such alleged buyer as to make 
him a puppet subject to the control of the railroad company. If the rail- 
road sells coal at the mouth of the mines to one buyer or to many, it 
must not only part with all interest direct or indirect in the property, 
but also with all control over it or over those to whom the coal is sold 
at the mines. It must leave the buyer as free as any other buyer who 
pays for what he has bought. It should not sell to a corporation with 
officers and offices in common—for the policy of the statute requires 
that, instead of being managed by the same officers, they should 
studiously and in good faith avoid anything, either in contract or in con- 
duct, that remotely savors of joint action, joint interest, or the dominance 
of one company by the other. If the seller wishes—by a lawful and 
bona fide contract, whose provisions as to delivery and otherwise are not 
iv restraint of trade—to sell all of its coal to one buying company, then 
that one buyer can be bound by reasonable terms and required to pay 
according to the contract. 


THE ANTHRACITE COAL DECISION 


The Interstate Commerce Commission has handed down its decision 
with regard to the transportation of anthracite coal. The opinion 
(No. 4914) practically closes proceedings which have been in progress 
for two years past. 

The conclusion is adverse to the coal roads, and results in reducing 
the rates on transportation from the anthracite mines to tide-water by 
amounts varying from fifteen cents per ton to about fifty cents per ton. 
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Not only are the present rates held unreasonable, but the Commission 
goes on to urge that by means of trackage arrangements and free trans- 
portation to junction points the coal-mining companies which are con- 
nected with the coal roads have been granted what amounts to special 
privileges, and thereby have been enabled to secure the equivalent of 
rebates. Concessions and offsets granted to the companies in the form 
of increased charges, royalties, unduly low rentals, and the like are 
denounced as being fuily as injurious as direct cash rebates. The 
opinion in the case gathers together a very considerable amount of 
information concerning the mining situation, and the conditions of 
transportation on the anthracite roads, that has not previously been 
available. 

The Commission feels that while it is true that anthracite coal is 
subject to certain difficulties of transportation, as, for example, those 
which grow out of the fact that there is a large return movement of empty 
cars, it is also true that the immense regular tonnage passing over the 
anthracite lines greatly reduces the unit cost of transportation, while in 
other respects the business enjoys advantages that are not found in other 
branches of railroad work. The cost of transporting anthracite coal, 
from the operating standpoint, is found to average 3.3 mills per ton of 
2,000 pounds per mile, taking the average haul from mine to tide-water as 
astandard. As the average revenue per ton-mile varies from about 5. 43 
to about 9.45 mills, it is argued that there is an abundant margin of 
profit in the transportation of the coal. 

A comparison made by the Commission’s experts, and designed to 
show the actual operating revenue of the roads as well as the return in 
percentages on stock outstanding, does not show such favorable results, 
but the Commission points out that there has been a very large inflation 
of capitalization, and that the mere book values of the companies are 
not to be taken as representing the real worth of the lines. Under those 
conditions it is argued that the coal roads are amply able to bear the 
reductions which have been determined upon. This conclusion is borne 
out by a detailed consideration of the business, traffic, and receipts of 
each of the principal coal roads. Asa result the Commission reaches the 
conclusion that 


After a careful review of the record we are impressed with the inherent 
unlawfulness of the rates and practices established by these carriers, which 
clearly are the outgrowth of past conditions wherein the carriers were producers, 
shippers, transporters, and vendors of the commodity. If the rates they 
established for transportation were excessive, it resulted in no hardship to their 
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mining and selling operations because the excessive profits from the trans- 
portation services offset the absence of profits in their mining and selling 
operations, and high rates eliminated the competing shipper from the markets. 

If the record in this case were barren of evidence as to income, revenues, 
and low operating costs resulting from the transportation of this commodity, 
the mandatory language of the act to regulate commerce would require removal 
of the unlawful discriminations, preferences, and advantages which have for 
many years been extended by these carriers to their allied and controlled 
coal companies and which operate to the prejudice of the individual shippers 
of this commodity. The conduct of these carriers, extending over a long period 
of years, in granting to their allied coal companies concessions from, and offsets 
against, their established tariff rates, presents very strong evidence that the 
rates on anthracite coal, which these carriers established, are excessive. Their 
coal companies ship 80 per cent of the total production, and if a substantial 
reduction is made in the tariff rates its full effect will fall upon but 20 per cent 
of the tonnage shipped. If the great purpose of the act to regulate commerce is 
to be carried out, we must require that such tariff rates on this commodity shall 
be established as can be maintained on the shipments of all shippers. 


A dissenting opinion filed by Commissioner Harlan is to the effect 
that, as the Commission recently authorized a general increase of 5 per 
cent in most rates on the eastern roads generally, it would be inconsistent 
if not discriminatory to take the level of rates of three years ago as a basis 
for computing reductions to be allowed in connection with coal. Mr. 
Harlan holds that the records amply justify a modification of many of 
the present rates, but he indicates that he does not think that the method 
employed by the Commission in arriving at a proper rate of reduction 
in this case is a satisfactory one. 

The decision has been criticized on the ground of alleged inconsistency. 
It strongly emphasizes the fact that the condition of affairs existing in 
the coal regions is violative of the commodity clause of the Interstate 
Commerce act—a clause which forbids common ownership of producing 
concerns and railways. The Commission, however, apparently expects 
the existing system, whereby the commodity clause is violated, to con- 
tinue, inasmuch as it points out that the changes in rates which have 
been made by the new decision will fall only upon a small percentage of 
the coal—that, namely, which is produced by the so-called “inde- 
pendents.” This seems to assume that the common ownership system 
is to be maintained. The opinion, whatever its defects, is, at all events, 
the best source of information now available concerning actual operating 
conditions of the coal roads and their relations with the mining com- 
panies. 
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THE WESTERN RATE CASE 


A decision parallel to that rendered in the well-known 5 per cent 
rate case, some months ago, has now been handed down by the Interstate 
Commerce Commission in the so-called “Western Rate Advance Case”’ 
(Investigation and Suspension Docket 555). In this opinion a consider- 
able number of advances in rates proposed by the western railways are 
conceded, while several others are disallowed. The opinion, like many 
of the recent decisions of the Commission, is practically a discussion 
of investment conditions and operating problems of the railways in 
question. In a general way it is held that the carload rates on grain 
and grain products, on live stock, on packing-house products, on fer- 
tilizer, and on cotton piece goods are not justified; while on the other 
hand the rate advances proposed by the roads on bituminous coal, rice, 
fruits and vegetables, hay and straw, and other minor commodities are 
approved. The interesting feature of the discussion, however, as already 
indicated, is not found in the bearing of the decision on the commodities 
themselves, particularly as in many cases the advances are compara- 
tively small. It is found in the Commission’s discussion of railway 
conditions from the financial standpoint. 

The decision shows that the aggregate additional revenue which 
would be earned by the carriers as a result of the proposed increases 
would be about $10,000,000; and the question arises how far this advance 
is necessary. The Commission first takes up the return on the invest- 
ment, reaching the following conclusion: 

The rates at present under consideration may be gauged in a measure 

by comparing recent additions to the carriers’ road and equipment with con- 
comitant changes in their net operating income. The only continuing induce- 
ment to invest additional capital in any line of industry is the prospect of net 
returns. If experience discloses that the return expected is small, the incentive 
to further investment will correspondingly decrease. If experience demon- 
strates that increased investment fails, over a term of years, to yield an in- 
creased return, the inference is either that the investment was ill judged and 
not calculated to serve the public, or that the price of the service has not been 
sufficient to allow an adequate return. 
According to figures presented in the report, covering the years 1907 
to 1913-14, increase of income, reckoned as a percentage return upon 
increase of investment, amounts to 1.2 per cent for the 41 roads in the 
carriers’ exhibit, and to 0.7 per cent for the 26 roads in the Commission’s 
compilation. 

Scrutiny of these investment criteria leads the Commission to a con- 
sideration of the cost of the lines, the actual money returned thereon, 
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unearned increment in the value thereof, stock market conditions affect- 
ing the roads, and their dividend rates. These tests are applied in the 
case of each of the principal lines, and lead to the conclusion already 
substantially indicated. In this connection, one specially interesting 
point is raised—namely, whether the roads to participate in a given 
increase should be considered together or whether they should be 
separately and individually considered. As the Commission puts it, 
“Is the entire territory involved essentially one-rate territory, so that 
restriction or increase to a particular section or sections is imprac- 
ticable?”” This in another form is. tantamount to an inquiry whether 
a rate advance must be made in the interest of the more prosperous 
carriers of a group, just as in that of the less prosperous. The Commis- 
sion reaches the conclusion that a proposed rate increase may be studied 
and analyzed in its application to individual roads and individual com- 
modities, and that in that way a greater degree of equity would be 
arrived at than by considering the whole proposed increases as a unit. 
Of this procedure the opinion says: 

It is, of course, one of many circumstances to consider whether the line 
of increases proposed impinges on the margin of traffic already fairly assessed 
in the matter of freight charges; and it is equally within the competence of the 
Commission to reject glaring inconsistencies in a proposed scheme of rate 
increases which without good reason avoids obtaining additional needed revenue 
where such additional revenue could be secured with the minimum of hardship 
to the rate payers. But qualified in the sense defined, the carriers’ reasonable 
latitude of selecting schedules for increases is not to be narrowly confined by a 
rigorous demand for credentials that the specific profits on the traffic chosen 
must be at the very minimum end of the earning scale. 

From this conclusion, the Commission is led to an analysis of the 
effect of specified increases in rates upon railroad incomes, and this 
analysis develops into a study of costs for each road and kind of traffic. 
Such cost study shows the operating results per ton mile, so far as cost 
data are actually available. The Commission admits that cost analyses 
of this kind are not altogether satisfactory, partly owing to the lack of 
details; but they are, nevertheless, regarded as sufficiently reliable to 
form a very substantial element in the consideration of the proposed 
advances in rates. Working on this plan, the Commission comes to the 
opinion already sketched with reference to the various advances that 
have been applied for. 

On the whole it must be concluded that the method of investigation 
employed in this case is more satisfactory than any that has been adopted 
in recent opinions, and that the plan of inquiry developed indicates a 
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greater use of scientifically ascertained data with reference to railroad 
conditions than has been characteristic in most of the opinions of recent 
years, on rate questions. 

The verdict, however, is not unanimous, two commissioners rendering 
dissenting opinions, both of which contain noteworthy statements of 
opinion. Commissioner Daniels voices the following general judgment 
regarding the present situation in the Commission: 


While it is nowhere explicitly stated in the majority report, I am unable 
to escape the conviction that the reluctance to find that increased rates have 
been more generally justified is largely rooted in an unwillingness to find that 
the revenues of the carriers as a whole are smaller than is demanded in the 
public interest, and also in the belief that the financial exigencies of many of 
the carriers are traceable to financial maladministration, and that if due 
economy and integrity had been uniformly observed the difficulty over the 
attested decline in revenues would have been readily surmounted 

. in considering propositions involving more or less general increases 
of rates, the question should be judged in the light of the evidence of the ade- 
quacy or inadequacy of the carriers’ revenues as a whole, and in the light of the 
reasonableness or unreasonableness of the particular rates proposed, and neither 
prejudged nor complicated by considerations of individual instances of 
corporate mismanagement. 


Commissioner Harlan, on the other hand, significantly says: 


Several thoughts are suggested by the immense record before us in this 
proceeding: (a) Too much time and labor are expended in these recurring rate 
contests, and some way should be found under legislative authority for arriving 
at results more promptly than is now possible under our present powers and 
practices. (+b) The Commission should have authority, as we have often 
pointed out, to fix the minimum as well as the maximum rate. The sincere 
efforts of the carriers toward a fair and nondiscriminatory rate adjustment 
often fail because of the necessity of submitting to the rates and practices 
initiated by weaker and more circuitous lines in their pursuit of traffic. (c) The 
time is rapidly approaching when the public interest will demand a more 
effective control by the Commission over rates initiated or compelled by state 
authorities. With respect to a great volume of traffic interstate commerce 
is now bearing a burden under rates admittedly reasonable that should be 
spread over state commerce as well. (d) A uniform classification upon a normal 
basis, applicable throughout the entire country, and with it a normal rate 
structure . . . . having sufficient elasticity to allow for varying operating 
costs, density of traffic, circuitous routes, competitive and other conditions 
under which transportation is conducted in different parts of the country, may 
be possible of attainment, and I am satisfied that some effort looking to that 
end should be made. 





BOOK REVIEWS AND NOTICES 

Der Bourgeois: sur Geistesgeschichte des modernen Wirtschaftsmen- 
schen. By WERNER SomBaRT. Leipzig: Duncker u. Hum- 
blot, 1913. 8vo, pp. viits540. M. 12. 

In the words of the Preface, the purpose of the volume is to supply 
what has been wanting in the many characterizations of the spirit of 
modern business hitherto offered, in that it aims to set forth the historical 
foundations of this spiritual development that comes to a head in the 
temper and working of the business community. And it is perhaps need- 
less to say that the author achieves this purpose with the thoroughness, 
sincerity, and felicitous presentation that has come habitually to be 
expected of him. As in Professor Sombart’s earlier work on the develop- 
ment of capitalistic business, so here also the attention centers on the 
case of the German community, but with rather more detailed considera- 
tion given to outside and related lines of economic history than has been 
the case in his earlier studies in this field. 

Wise with the insight born of scholarly impartiality and long familiar- 
ity with his subject-matter, Professor Sombart tells his readers: 

Ein bestimmter Geist “‘herrscht” zu einer Zeit dann, wenn er iiberhaupt 
eine weite Verbreitung hat, er herrscht vor, wenn er die wirtschaftlichen Hand- 
lungen der meisten Wirtschaftssubjekte bestimmt. Gegen eine solche 
Annahme eines “‘herrschenden”’ oder “‘vorherrschenden” Geistes wird nur der 
Eigensinn oder der Unverstand geltend machen, dass in dieser selben Zeit auch 
Individuen gelebt haben, die anders orientiert, mit einem anderen Wirtschafts- 
geiste erfiillt waren. 


For our own time this dominant spirit is the spirit of business enter- 
prise, the “capitalistic” spirit. English-speaking students might perhaps 
prefer to say that the affairs of any modern community are in the last 
resort guided by business principles, or by the principles enforced by the 
price system. 

For its beginnings the history of this “capitalistic” spirit runs back 
into the prehistory of the Western peoples, taking its rise in the primor- 
dial struggle for wealth that comes in sight in the earliest antiquities of 
the Western world—die Gier nach Gold und Geld. The first item of docu- 
mentation offered on this head (pp. 29-30), a passage from Véluspd, is 
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not altogether fortunate, in that it is drawn from Wolzogen’s sophistica- 
tion of the text rather than on the indubitable meaning of the original. 
No particular mischief results in this instance, it is true, but the incident 
may serve to call to mind that even a widely informed and intelligent 
scholar need be cautious in the documentary use of detailed passages 
taken at second hand. 

With the advent of the ‘“‘money-economy”’ and its fuller unfolding 
into a price system the lust after wealth and gold takes on the specific 
form of a love of money, and when this is associated with the bourgeois 
virtues that have come to shape the ethics of economic relations in later 
time, the product is the investing capitalist undertaker, or more simply 
the business man as we know him. These virtues that enter into the 
composition of a business man are well set out in Benjamin Franklin’s 
tabulation: moderation, reticence, orderliness, resolution, economy, dili- 
gence, truthfulness, honesty, temperance, cleanliness, equanimity, chas- 
tity, modesty. These traits characteristic of the “desirable citizen” 
when backed up by and pervaded with an unfailing love of gain, give us 
the business man as he functions in the conduct of economic affairs in 
the modern world. It is the spirit of conservative enterprise so indicated, 
therefore, that dominates the concerns of the nations comprised in the 
world of the Western culture. This spirit, it will doubtless be noted, is 
typically self-centered, not to say unmitigatedly self-seeking; but it is a 
spirit of self-realization conventionalized in terms of pecuniary gain. 

The sources from which this capitalistic spirit is derived are dealt 
with in the second of the two books into which the volume is divided. 
These sources, or lines of derivation, are exceedingly many and various, 
but in the author’s view they fall conveniently under three distinctive 
captions: (1) the biological origins (Grundlagen); (2) the moral factors 
(sittliche Machte); and (3) the social conditions—comprising among the 
latter also the conditioning circumstances imposed by the growth of 
capitalism itself. Of the three categories the first-named is doubtless 
the most characteristic, at the same time that its contents are the least 
valuable of the three. The analysis of cause and effect under captions 2 
and 3 is carried out in Professor Sombart’s best and most engaging man- 
ner and is calculated to bring light and order into a great volume of 
materials that have hitherto not had reasonable attention from students 
of the business situation; but the same is scarcely to be said for this 
earlier section on the biological origins. Unfortunately, the author has 
gone into this biological domain armed with latter-day conceptions of the 
transmission of racial characteristics, coupled with antiquated notions 
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of racial identity; and the result is more picturesque than instructive. 
Quite uncritically, linguistic and national frontiers are accepted as mark- 
ing racial distinctions, and therefore as marking distinct lines of inherit- 
ance. So, Celts, Franks, Friesians, Highlanders, Saxons are dealt with 
as distinctive racial stocks carrying each and severally a distinctive 
strain of spiritual endowment which by indefeasible heredity fits or 
unfits each for business enterprise; all the while overlooking the fact that 
none of these, or of the other peoples cited by Professor Sombart as illus- 
trative instances, are racial groups, but only social groups made up out 
of the same range of racial elements combined in approximately the same 
proportions. It is true the author himself recognizes (p. 281) that his 
exposition of capitalistic heredity may not find general acceptance, and 
with good reason remarks that its rejection will in no way diminish the 
substantial value of the rest of his discussion. 
THORSTEIN VEBLEN 
UNIVERSITY OF MissouRI 


Advertising: Its Principles and Practice. By HARry TIPPER, 
Harry L. HoLitrncwortu, G. B. Hotcukiss, and FRANK 
A. Parsons. New York: The Ronald Press, 1915. 8vo, pp. 
xi+575. $4.00. 

The enormous complexity of advertising as a factor in modern dis- 
tribution is being grasped only very slowly. 

Advertising is essentially a part of selling. But this statement by 
no means gives even the remotest idea of how complicated its effect 
is upon the selling process. The complexity of advertising is best illus- 
trated by the variety of angles from which it has been approached in writ- 
ten treatments or discussions. The psychology of advertising, for example, 
has formed an alluring and profitable field for the experimental psycholo- 
gist. Again, the mechanics of copy construction has been dealt with by 
artists and by grammarians and rhetoricians. The statistician again 
has approached the subject as being chiefly a matter of market analysis 
reducible to a numerical basis. Economists also have approached the 
subject as if it were primarily a matter of economics and only incidentally 
concerned with any of the other sciences. 

The book which we have under consideration represents the first 
serious attempt to secure close collaboration between authorities in 
several fields for the purpose of producing a single volume on this sub- 
ject. A professor of English, a professor of psychology, an advertising 
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manager, and the head of an art school have united their forces for the 
production of a bogk on what is probably the only subject in the field of 
human activity upon which they could unite constructively. 

Considering the intricacy of the subject and the wide separation 
between the viewpoints of the authors, the book is remarkably well 
bound together. Structurally it comprises six parts. The first is called 
“The Economic Factors in Advertising,” the second deals with the 
“psychological factors”; the third bears the title ‘“ Advertising Copy,” 
and deals with language as an advertising instrument; the fourth, 
called “Advertising Display,” approaches the subject from the stand- 
point of the artist and is mainly concerned with what advertising men 
know as “lay-out”’; the last two parts, covering the “physical factors” 
in advertising and the “planning of a campaign,’’ bear upon the mechan- 
ism of advertising and the methods of constructing and executing an 
advertising plan. 

Parts I and V will be found of most direct interest to economists. 
The first chapter is a discussion, partly historical and partly analytical, 
under the caption “What Is Advertising?” This might very well be 
called “‘a discussion of the economics of an induced demand,” for the 
chapter does not undertake to answer the question which is raised in its 
title except as it gives to advertising its place in the selling of merchandise. 
This section, if one may hazard a guess, is the work of the member of the 
board of authors who has approached advertising from the standpoint of 
the advertising manager. Answering the question “What Is Adver- 
tising ?”’ he says (p. 8): 

To define such a force or its application to business is futile until the prac- 
tical limitations of that application are more fully understood and more 
thoroughly worked out. Nothing can be done beyond saying that it is the 
application of the force of publicity to the sale of commodities or service, by 
increasing the publi¢ knowledge and desire for the items specified therein. 


With this idea in mind, the writer proceeds to suggest some of the 
changes in the economics of selling which this new factor in selling 
introduces. He says (p. 11): 


For this reason, factors which assumed little or no importance before the 
introduction of advertising became of great moment afterward. 

Policies must be fixed and defined; claims, agreements, and other items 
determined; packages must be considered from an entirely new point of view. 
Where it was intended to sell the goods only by the slow and private process of 
personal salesmen, things could be muddled through and changed from time to 
time as they showed up to be wrong. When, however, it is determined publicly 
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to state the claims, agreements, and policies, to exhibit the package in the 
public prints with all the finality and vitality of the printed word, it becomes 
important that every possible factor should be considered and weighed, so that 
no adverse point may militate against the success of the public campaign. 

By wrong methods of publicity it is obviously just as possible to educate 
the consumers of an article to dislike it as it is to impress them favorably, so 
that it becomes difficult to muddle along without complete analysis of the whole 
situation. 

These quotations give some idea of what the book contains in the 
way of suggestions to the economist. Even when the discussion 
approaches the subject from the psychological or from the mechanical 
side, the economist can well afford to follow these authors closely. For 
these discussions, technical as they may be, are never far removed from 
matters of cost and value. They describe artificial methods of attack 
upon standards for the measurement of utility. 

PauL T. CHERINGTON 


GRADUATE SCHOOL OF BUSINESS ADMINISTRATION 
HarvARD UNIVERSITY 


Studies in Taxation under John and Henry III. By SypNEY KNox 
MitcHe.Lt. [Yale Historical Publications, Studies, II.] New 


Haven: Yale University Press, 1914. 8vo, pp. xili+407. 
$2.00 net. 

The reigns of John and Henry III mark a very important period in 
the earlier history of English taxation. Before that time the royal 
income had been chiefly derived from sources which were feudal in 
character. John and his son were the first English monarchs who 
attempted systematically to exploit the resources of the nation at large. 
They first developed, if they did not first create, a system of taxation 
based, not on tenure, but on property, and they elaborated if they did not 
devise machinery for the operation of this system, the essential elements 
of which were royal and popular rather than feudal. The great signifi- 
cance of this period of transition has long been appreciated by students 
of government finance, yet it has never as a whole been adequately 
investigated. Professor Mitchell in this volume has undertaken to do 
just that thing. 

His treatment of the subject is in the main chronological. After a 
short introductory chapter he proceeds to investigate one after the other 
all the various levies of taxes made between 1199 and 1270. In an 
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illuminating final chapter he summarizes his conclusions. This method 
of treatment has the disadvantage that it involves a good deal of repeti- 
tion, but it makes for clearness and enables the author to set forth his 
evidence in a fashion which minimizes the danger of misinterpretation. 
The casual reader will probably find the body of the book dull and may 
conclude that the first and last chapters contain all the meat of the 
matter, but no serious student can afford to neglect the analyses of the 
separate levies, even if they do prove a trifle tedious. 

The treatment of scutage is particularly illuminating. Although the 
author’s conclusions do not differ very materially from those of Professor 
Baldwin (The Scutage and Knight Service in England), he drives home 
the point that scutage was fundamentally a composition for military 
service rather than a general tax. Incidentally he does make clear the 
fact that the fine often imposed upon the tenant in connection with 
scutage was not, as Professor Baldwin seems inclined to maintain (op. 
cit., pp. 81, 93-94), “the punishment on the tenant who had failed to 
answer the summons to the host and had stayed at home.” 

The tallage is rather less satisfactorily treated. It was, of course, 
the tax which the king levied by virtue of his prerogative upon his 
demesne lands. Like the scutage, it was distinctly feudal in character, 
yet since it fell chiefly upon the developing forms of wealth in the towns 
its connection with later methods of taxation is far more direct. 
Undoubtedly it had an important relation to the tenth normally levied 
upon the towns in the fourteenth and fifteenth centuries. Had Pro- 
fessor Mitchell elaborated his treatment of it somewhat he might have 
made this relation clearer. 

More interesting are the discussions of the taxes on land and on 
movables. In his comments on the hidage or carucage, as it was vari- 
ously called, Professor Mitchell adds little or nothing to what is known 
already. He confirms the generally accepted opinion that it was levied 
upon the land and not upon the plow and shows that in the period under 
consideration, as during Richard I’s reign, it was an arbitrary levy of 
so much on the 120 acres of plow land, without any reference to the value 
of the land taxed. On the other hand, his descriptions of the taxes on 
movables are, as Professor Willard has remarked, “by far the best that 
have been published”’ (American Historical Review, XX, 385). He sets 
forth with commendable clearness the methods by which these taxes 
were levied and collected, and he points out the significant fact that even 
at this early date they were easily the most productive of the various 
forms of royal taxation. The ordinary levy of a scutage at the beginning 
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of the thirteenth century yielded perhaps £5,000, the carucage just about 
the same amount, the tallage on demesne not much more, whereas the 
thirteenth on movables levied in 1207 yielded no less than £60,000! No 
wonder that taxes on movables became more popular with the king as 
time went on and that by the beginning of the fourteenth century they 
had become his normal method of raising money. 

In his concluding chapter Professor Mitchell takes occasion to dis- 
cuss the relation of the great council of the kingdom to the king’s rights 
of taxation. He notes the development of a feeling of corporate unity 
among its members which did something to offset the elder view that the 
king’s right to tax a particular tenant was a matter to which the king and 
the tenant alone were parties. This corporate unity of course found its 
most striking expression in the agitation for Magna Carta, yet except at 
such crises it seems to have been stronger among the separate classes in 
the council, such as the clergy, than in the body asa whole. To the end 
of the reign of Henry III the principle had clearly not been established 
that the individual barons were bound by the voice of the majority of 
their fellows to contribute to a particular tax. No more was it clear that 
if one group of barons in council assembled refused a tax the king could 
not appeal to another group to grant it. All this makes it evident that 
during the first half of the thirteenth century at any rate the position 
of the Great Council as a representative assembly even of the tenants- 


in-chief was not yet defined. 
ConyEeRS READ 


UNIVERSITY OF CHICAGO 


Imperial Germany and the Industrial Revolution. By THORSTEIN 
VEBLEN. New York: Macmillan, 1915. 8vo, pp. viii+324. 
$1.50. 

The work is an application of Professor Veblen’s well-known tech- 
nological interpretation of history to the case of modern Germany. It 
is based on the fact that to each technological system there is attached 
a certain apparatus of convention and standard usage, and that, in 
evolution of society, the latter tends to persist, surviving the former, 
and living on into a new industrial system, opposing and shaping its 
development. In such a tendency, the author finds an explanation of 
the conflicting ideas of Great Britain and Germany and their different 
governmental organizations. 

Now the Germans and English are both of hybrid composition, the 
racial constituents being largely the same. This hybrid composition 
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gives a great facility in borrowing and “acts to hinder any given scheme 
or system from attaining a definitive stability.””. Thus England in early 
Tudor times borrowed a handicraft technology which was luckily 
stripped of the restrictive gild and charter regulations, the settled 
usages, routes, and methods that were then prevailing on the Continent. 
Aided, in addition, by her insularity and comparative immunity from 
war, England speedily developed the borrowed arts and crafts and led 
the way in the invention of labor-saving devices. The Continental 
technology fostered, on English soil, a spirit of individualism and 
democracy which encouraged the formulation of a philosophy of natural 
rights and an economic doctrine of freedom of competition. But 
unfortunately there grew up along with this a host of evil working con- 
ditions, an increasing obsolescence of technology, wasteful habits of 
living, costly amusements, armies of menials, and other unnecessary 
paraphernalia that impeded the increase of industrial efficiency. 

Germany, however, borrowed the modern mechanical processes with- 
out the individualistic philosophy and the other economic and cultural 
consequences. She received the technology of Britain into a feudal 
system where high industrial efficiency is wedded to a spirit of fealty 
and subservience. But as modern industry abhors national frontiers 
and local traits, the hegemony of Prussia among the German kingdoms 
was a condition essential to German industrial prosperity. So Prussia 
came with a militarism more vigorous and feudalistic than the other 
kingdoms and formed a dynastic state in the center of Europe. She 
immediately turned the wonderful technological efficiency of her citizens 
to her own ends, and, to overcome the prejudice of her people against 
personal servitude, changed fealty to a feudal monarch into subordina- 
tion to a collective strength vested in a divinely appointed emperor. 
She instituted an imperial tariff policy, compulsory military service, and 
a government system of industrial tutelage; and by means of these 
developed a superior fighting machine. 

Such, in short, are the economic factors underlying the great ideals 
that antagonize one another on the battlefields of Europe: in England, 
individualism and democracy; in Germany, the spirit of subordination 
and the dynastic state. Around the German ideal of the state, fostered 
by imperial control of education and a sense of national efficiency and 
solidarity, there grew up a whole cultural scheme. The industrial revo- 
lution has not been able to exert its fullest cultural influence upon the 
German people, as it did in England, but eventually it will undermine 
the foundations of the dynastic state. So that ‘the movement for cul- 
tural reversion,”’ for which the Germans strive today, “stands to gain 
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at least to the extent of a substantial, though presumably temporary, 
impairment and arrest of Western civilization at large.” 

This explanation is one that goes to the roots of the national spirit— 
one that gives a place to both material and ideal factors. Professor 
Dewey’s recent book deals with the philosophic basis of the German 
spirit and, taken in conjunction with the work of Professor Veblen, puts 
rich significance into the present war. “Every living thought represents 
a gesture made towards the world, an attitude taken to some practical 
situation in which we are implicated.” If the reader has developed a 
taste for the author’s characteristically cumbrous verbiage, he will find 
Imperial Germany and the Industrial Revolution excellent in every respect. 


R. E. FREEMAN 
UNIVERSITY OF CHICAGO 


The Socialists and the War. By WiLttIAM ENGLISH WALLING. New 
York: Henry Holt & Co., 1915. 8vo, pp. xii+512. $1.50. 

The attitude of the Socialist party with respect to the present war has 
caused considerable interest, and not a little disappointment. The fact that 
the Socialists of Europe are almost unanimously supporting their national 
governments during this clash of arms appears strangely inconsistent with the 
spirit of international solidarity which has long been emphasized as being the 
very essence of the socialistic movement. Mr. Walling has attempted to 
explain the socialistic position by assembling a mass of documentary material 
dealing with the party activities of the Socialists both immediately before and 
during the war. Little editorial comment has been added, although points 
considered of special importance have been marked by italics. A closing chap- 
ter deals with the various socialistic measures adopted by the warring nations 
since the outbreak of the war. The author points out, however, that these 
measures do not necessarily imply any permanent gain to Socialism, which is 
in itself something quite different from mere state control. 

From the evidence given it would appear that before the war the Socialists 
of all countries were united in their desire for peace, the change in attitude 
taking place only after the actual outbreak of hostilities. Then it was that 
the spirit of nationalism prevailed. The international, essentially an instru- 
ment of peace, proved utterly ineffective as a tool of war. And each of the 
national Socialist parties, in abandoning the international principle, pleaded 
justification on the ground of the necessity of defending national independence 
and democratic rights. According to Vorwaerts, a German Social Democrat 
organ, ‘‘the German Social Democrats saw the terrible events that broke in 
upon us in an entirely different light from the French, the English, the Russians, 
the Servians. They and their Austrian friends saw an attack of the Russian 
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autocracy upon the independence and the comparatively democratic institu- 
tions and rights of the German people. The Social Democrats of the rest of 
the world saw above all the advance of the German troops into neutral Belgium, 
into republican France”’ (p. 263). 

At the present time there appears to be a growing lack of military enthu- 
siasm among the Socialists, amounting in some quarters, especially in Germany, 
to direct opposition to the continuance of the war. Close examination, how- 
ever, leads to the suspicion that the desire for peace appears in direct ratio to 
success inarms. In other words, the Socialists are one with the rest of human- 
ity in desiring peace under favorable conditions. 

While Mr. Walling’s work represents wide reading and judicious selection 
of material, the result is nevertheless somewhat unsatisfactory. This, however, 
is the natural consequence of present conditions in Europe. In this time of 
international struggle it is not surprising to find the opinions of the leading 
Socialists differing so widely in regard to both aims and methods that even 
the friendly critic can draw few definite conclusions from the mass of conflicting 
evidence. 


Disturbed Dublin. By ARNOLD WricHtT. London: Longmans, Green 

& Co., 1914. 8vo, pp. xii+337. $1.50. 

This book gives an account of the great Dublin strike of 1913-14. Besides 
a comprehensive description of the strike itself, there is included, for purposes 
of elucidation, a short industrial histoty of the Irish city; while in the appen- 
dices are found copies of the more important documents and data dealing with 
the subject discussed. The book is well written, and reveals on the part of the 
author a wide general knowledge of the situation and skill in marshaling facts. 

The Dublin strike is notable on account of the long struggle of the employ- 
ers with Larkinism, the Irish syndicalist movement which was inspired by 
Jim Larkin, organizer and head of the Irish Transport Workers’ Union, the 
chief labor organization concerned in the strike. Larkin’s policy was to unite 
all ranks of labor by arousing a common class spirit. This was accomplished 
by means of a systematic campaign of slander and abuse of employers carried 
on through the columns of the Irish Worker, the official organ of the union. 
From its inception Larkin’s organization contained elements wholly foreign 
to the ordinary rules and customs of British trade-unionism. Its leading 
features were the “tainted goods”’ policy and an utter disregard for the sacred- 
ness of contracts. By the “tainted goods” rule, union men refuse to touch 
goods that have been made or handled by employers or firms at variance with 
union demands. When to such a policy is added an absolute refusal to respect 
or recognize contractual obligation, there remains no ground of security for 
employers under any conditions. Doubtless it was the recognition of this 
fact that led the Dublin employers to take the determined stand which finally 
resulted in the complete defeat of the Larkinist forces. 
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The author of this work has made no attempt to conceal his purpose. He 
aims to expose Larkinism and to vindicate the employers concerned in the 
recent disturbances, and unquestionably he has made out a strong case- 
In his overenthusiasm for the cause of the employers, however, Mr. Wright 
has indulged in a great amount of eulogy which is, to say the least, unnecessary. 
In the face of the damaging evidence which the book presents, a mere statement 
of facts would be sufficient to convince the unprejudiced reader that in Larkin- 
ism we have perhaps the most insidious and objectionable form of syndicalism 
that has yet appeared. 


The Making of Modern England. By Gmsert SLATER. Boston: 
Houghton Mifflin Co., 1915. 8vo, pp. xli+297. $2.00. 

Our first impulse is to exclaim, ‘‘Can such a work come out of Oxford ?” 
Indeed, Principal Slater has departed from the time-honored Oxonian treatment 
of history from the political viewpoint, and writes The Making of Modern 
England in economic terms. To him the history of the last century is the 
history of the growth of democracy. He traces the growth of political reform 
from the revolution of 1688 and the demands of the chartists to the reform of 
the House of Lords. But particular emphasis is placed upon social and 
industrial democracy of which we see as yet only the faintest foregleams. 
Thus the principal part of the book recounts the evolution of industry and the 
development of trade-unionism, and treats of the various social problems that 
have arisen in connection with the worker, together with the attempts that 
have been made to ameliorate the unsatisfactory condition of the masses. 
Education, legislation, war, etc., are regarded with reference to their effects 
upon labor. The book may be said to represent the historical doctrine of 
British radicalism and might fairly be called a critique of the modern industrial 
system. “To put industry on a new basis, on a basis fundamentally just, 
instead of one fundamentally unjust, is a task of enormous magnitude, but 
nothing less is demanded of the twentieth century.” 

The book is interesting because it stresses a side of English history that 
has been greatly slighted and treats it from a new point of view. Therefore 
its faults are clearly those of overemphasis and one-sidedness; and we can 
hardly assent to it as a well-balanced account of the making of modern England 
in the broadest cultural sense. The present edition is one revised for American 
readers with a special introduction on the Industrial Revolution. It contains 
an extensive bibliography and a useful chronological table at the back. 











